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SUBCOMMITTEE HEARINGS ON S. 3458, TO AUTHORIZE THE LONG- 
TERM TIME CHARTER OF TANKERS BY THE SECRETARY OF THE 
NAVY, AND FOR OTHER PURPOSES 


House oF REPRESENTATIVES, 
SUBCOMMITTEE No. 1 OF THE 
CoMMITTEE ON ARMED SERVICES, 

Washington, D. C., Thursday, May 27, 1954. 

The subcommittee met at 10 a. m., Hon. Paul W. Shafer presiding. 

Mr. Suarer. The committee will come to order. 

Members of the committee, this morning we will consider S. 3458, 
a bill to authorize the long-term time charter of tankers by the Secre- 
tary of the Navy. This bill passed the Senate on May 24. 

We have as our first witness the Honorable Charles S. Thomas, 
Secretary of the Navy. Secretary Thomas will be followed by Vice 
Adm. Francis C. Denebrink, Commander of the Military Sea Trans- 
portation Service. It is my hope that the witnesses, in addition to 
ging into the substance of the bill as it is before us today, will also 
leads . : a were the provisions of the bill as originally introduced, 


was changed by the Senate committee, and how it was 


nee “amepded on the floor of the Senate. 1 think this is important 
gince epwillgnow the process of thought which caused the bill to evolve 


language. 
«] tuaslers stand further that there are other witnesses from private 
terpBise Who will wish to testify with respect to this measure. 


(The bilFteferred to is as follows: ) 
[S. 3458, 834 Cong.,-2d sess,} 


AN ACT To authorize the long-term time charter of tankers by the Secretary of the Novy, and for other 
purposes 


Be it enacted by the Senate and House of Representatives ss the United States of 
America in Congress assembled, That the Secretary of the Navy or such officer as 
he shall designate is authorized to enter into contracts upon such terms as the 
Secretary of the Navy shall determine to be in the best interests of the Government 
for the time charter to the Navy of not to exceed twenty tankers not now in being 
for periods of not more than ten years to commence upon tender of the tankers 
for service after completion of construction. In awarding such contracts the 
Secretary of the Navy shall give preference to operators who are exclusively 
engaged in the operation of American-flag ships. 

Sec. 2. (a) Each tanker shall be not less than twenty-five thousand nor more 
than thirty-two thousand deadweight tons, shall have a speed of not less than 
eighteen knots, and shall be constructed in a shipyard situated within the conti- 
nental United States for operation under United States registry, such construction 
to be, so far as practicable, of materials and equipment produced or manufactured 
in the United States and shall be awarded on a competitive basis to the lowest 
responsible bidder, who can and will construct the said tankers within the period 
of two years as specified in subsection (d) of section 2. 

(b) The hire stipulated with respect to any vessel in any charter party entered 
into under this Act shall not exceed an average rate for the life of the charter party 
of $5 per deadweight ton per month: Provided, That such average rate will not 
result in the recovery of more than two-thirds of the construction cost of the ships. 
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(c) Any contractor shall agree as part of the contract entered into under the 
rovisions of this Act that the vessel or vessels contracted for shall remain under 
nited States registry for ten years after the period during which such vessel or 

vessels are under charter to the Navy unless the Secretary of the Navy determines 
at any time dwing such ten years that a transfer of the registry of such vessel or 
vessels to a foreign country would not be ini nical to the national defense, and the 
Secretary of Commerce likewise determines said transfer to be in the national 
interest. 

(b) Any contract to charter entered into under the provisions of this Act shall 
require that, except for delays not the fault of the owner, including delays excusable 
under the force majeure clause of the applicable construction contract, the vessel 
or vessels contracted for shall be tendered to the Navy for service within two years 
after the date of such contract to charter. 


Passed the Senate May 24 (legislative day, May 13), 1954. 
Attest: J. Mark Trice, Secretary. 


Mr. Suarer. I wish they would give the names to the counsel of the 
committee. 

We will be pleased to hear from these witnesses at the conclusion of 
Admiral Denebrink’s testimony. 

Mr. Thomas, Mr. Secretary Thomas. Glad to have you with us. 

Secretary THomas. Thank you. Is this where you want me to sit? 

Mr. Keviener. Yes, sir. 

Secretary Tuomas. Mr. Chairman, I have a statement; if I may, 
I would like to read it into the record. 

Mr. SHarer. Very well. 

Secretary THomas. Are you ready for me to proceed? 

Mr. Suarer. Proceed. 

Secretary THomas. The worldwide commitments of the United 
States require the maintenance, available to the United States, of 
ocean transportation capability sufficient not only to meet the im- 
mediate surge in requirements following the outbreak of war but also 
a capability for continuation and sepad expansion of logistic support 
to the United States and allied forces overseas. The present-da. 
requirement for large-scale, worldwide movement of petroleum prod- 
ucts has resulted from the increasing development of postwar tension 
and United States commitments overseas. In the face of indefinite 
continuation of this period of world insecurity we must maintain our 
capability to supply the farflung bases which are deemed essential for 
the preservation of our national security. 

The Department of the Navy has the responsibility within the 
Department of Defense for the ocean transportation of petroleum and 
petroleum products necessary to meet the requirements of the military 
departments. Should a war be thrust upon us, the ability to transport 
by sea great quantities of petroleum products to various areas in the 
world immediately upon mobilization will be a critical factor. In 
previous testimony before congressional committees the Department 
of Defense has expressed its concern over the indicated deficit in 
modern tankers available to the Government of the United States upon 
mobilization. Our capability to move petroleum products may have 
a decisive impact upon the success of military operations in the crucial 
period immediately following the outbreak of such a war. 

Of equal concern is the lack of a tanker reserve considered necessary 
to provide the lift capability required to successfully sustain military 
operations until such time as a full mobilization shipbuilding program 
may be brought into being. The ability of the United States ship- 
building industry to meet successfully the demands of such a program 
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depends, in turn, on the maintenance of a reasonable level of peacetime 
production in the United States shipyards. 

Consideration of military and civilian mobilization requirements, 
capability of existing tanker tonnage, anticipated losses due to enemy 
action, and time required for new construction strongly support the 
concept that the Government should promptly take such steps as are 
practicable to promote the construction of new tanker tonnage under 
the United States flag prior to mobilization. With the foregoing 

icture in mind, the Commander, Military Sea Transportation Service, 

ice Adm. F. C. Denebrink, United States Navy, was directed to make 
a study to determine how the Navy could participate in an overall 
program to improve the position of the privately owned United States 
flag tanker fleet. The proposed program and the study upon which it 
is based were presented to me for approval. Following a review of the 
program and the basis upon which it was developed, it was submitted 
to the National Security Council who, like myself, have voiced not 
only their full approval of the program but advocate its implementa- 
tion as soon as possible. 

Briefly, the program proposes that the Secretary of the Navy charter 
on a time charter basis for a period of 10 years from completion, 20 
tankers each with a capacity of approximately 25,000 deadweight 
tons and capable of a sustained sea speed of not less than 18 knots. 
These tankers, which are to be built within the next 2 to 4 years in 
American shipyards, are to be owned and operated under the American 
flag by privately financed citizens or companies of the United States. 

The proposed program does not require the appropriation of any 
additional public funds. The charter hire paid by the Government 
for the use of these larger, faster tankers will be dreived from funds 
normally appropriated from year to year for the transportation of 
petroleum products by the military departments of the Department 
of Defense. These same funds must be appropriated if the Depart- 
ment is to fulfill its mission, regardless of whether its requirements for 
the transportation of petroleum products are met by the operation 
of the present Government owned T-2 type tankers or under the 
proposed program of long-term chartering of new tankers. The pre- 
posed program will not affect the national budget. The Government 
will contract for the use of the tankers for 10 years but will pay for 
their use on a yearly basis. 

In the event the proposed program for the chartering of large, fast 
tankers on a long-term basis is undertaken, the Secretary of the Navy 
will accomplish such chartering through the Military Sea Transporta- 
tion Service, which has been designated as the agency of the Depart- 
ment of Defense responsible for providing sea transportation for the 
personnel and cargoes of the Department. 

The operations of the Military Sea Transportation Service are 
financed by a working-capital fund established within the Navy indus- 
trial fund by the Secretary of Defense with the approval of the 
President. 

The working-capital fund is endowed with all the characteristics of 
a revolving fund. The limitations on a revolving fund in regard to 
incurring obligations require that no obligation he in excess of the 


moneys available to the fund together with the amount of anticipated 
reimbursements within a time period capable of prediction covered by 
a current plan of operations. 


| 
| 
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The period over which the proposed program is to be financed and 
the total amount of money involved are in excess of the limitations 
applicable to a revolving fund as outlined above. Consequently, in 
order that we may obtain the authority requisite to further imple- 
mentation of this vitally needed program, it has been necessary to seek 
congressional approval in the form of specific authorizing legislation. 
Accordingly, the Department of the Navy strongly urges the enact- 
ment of 5. 3458. 

I have called upon Vice Admiral Denebrink to explain to you in 
detail the aspects of his proposal which, if implemented, will increase 
substantially the privately owned tanker fleet, provide the nucleus 
for a much-needed tanker reserve, and will assist in injecting new life 
into the United States private-shipbuilding industry. 

Thank you, Mr. Chairman. That is my statement. 

Mr. Suarer. Mr. Secretary, this is all contained in the Senate bill, 
or in the Senate language? 

Secretary Toomas. That is correct, sir. 

Mr. Suarer. And your statement conforms to it. What was the 
— intention of the Navy? What was included in the original 
bill? 

Secretary Tuomas. Well, I think this was the original intention 
stated here. 

I might ask Admiral Denebrink if he could give you more of the 
detail of it, because he has followed it from its inception. 

Mr. Kevuuener. I believe, Mr. Chairman, that Admiral Dene- 
brink’s statement will follow the bill as it was introduced here. And 
then we will pursue it through the amendments made in the Senate 
committee, and the amendments made on the floor of the Senate. Is 
that correct, Admiral? I believe his testimony will bring that out, 
sir, as we go along. 

Mr. Suarer. Have you any questions? 

Mr. Vinson. Yes, Mr. Chairman; I would like to ask the Secretary 
a few questions. 

Mr. Secretary, what is the Navy’s capacity today, of tankers? How 
many tankers have you, if you are permitted to state? 

Secretary Tuomas. May I ask Admiral Denebrink to answer that? 

Mr. Vinson. Yes. 

Secretary Tuomas. He has all the detail. 

Admiral Denesrink. Senator Vinson 

Mr. Vinson. It is Congressman Vinson. 

Admiral Denesrink. | have prepared a comprehensive presenta- 
tion not only covering the United States tanker position, but also 
covering the world tanker position. And if I may say so, I think that 
you would get the better picture—— 

Mr. Vinson. All right. I won’t follow that up now. 

I would like to ask the Secretary this. This is a new approach and 
a new method by which to acquire vessels that the Navy or the armed 
services may need, is it not? 

Secretary Tuomas. Yes; it is. 

Mr. Vinson. Heretofore, the Government has made a direct appro- 
priation and owned the vessel? 

Secretary Tuomas. That is correct. 

Mr. Vinson. And the reason why you are hesitating to do that now 
is because there would be a charge against the budget of the cost of 
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20 tankers. You would have to get a clearance from the budget and 
ask for $150 million if the 20 tankers cost $150 million; is that correct? 

Secretary THomas. That is one of the reasons; yes, sir. 

Mr. Vinson. That is one of the reasons. 

You propose in the bill to pay enough annual rent, or monthly 
rental, to practically amortize the cost of the tankers over a period 
of years? 

Secretary Tomas. Well, according to this, they might be amortized 
up to 66 percent over the first 10 years or the years of this charter. 

Mr. Vinson. That is right. In the bill that came to the Depart- 
ment and which you recommended, we would amortize it by the 
rental. At the end of the period it would reimburse the private 
enterprise for building the tankers. 

Secretary THomas. Well, it wouldn’t reimburse them over the 10 
years. It would reimburse them for part of it. 

Mr. Vinson. That is in the bill now. But as it comes to the com- 
mittee, your rental would be high enough to amortize the cost of the 
_ tankers. 

Secretary Tuomas. Well, Mr. Vinson, you have a limitation of $5 
per deadweight ton. 

Mr. Vinson. That is right. 

Secretary THomas. Now within that, we figure that it would cost 
you—if you amortized it 66 percent over the first 10 years, that would 
cost you, as near as we could figure, about $4.68 per deadw eight ton 
to amortize 66 percent and operate the vessels. And we have a very 
detailed 

Mr. Vinson. All the tankers that the Navy owns today were built 
by direct appropriations, were they not? 

Secretary THomas. That is right. 

Mr. Vinson. And the Navy operates them, by its own personnel, 
or by charter? 

Secretary Tuomas. Or by charter; that is correct. 

Mr. Vinson. Either way? 

Secretary THomas. Yes. 

Mr. Vinson. Now you propose that private enterprise shall build 
these tankers and that they will operate them and we will pay them 
a fee or a rental for operating the tankers. 

Secretary THomas. Well, they are to bid on the charters—— 

Mr. Vinson. They will belong to private individuals. 

Secretary THomas. Well, at the end of the 10 years, if they amortize 
66 percent, they will have amortized 66 percent. 

Mr. Vinson. The Government won’t have any interest in the 
vessel at all, will it? 

Secretary THomas. No; it won’t. 

Mr. Vinson. That is right. The Government won’t have any 
interest whatsoever in the vessel. The Government will enter into 
a contract with private enterprise to build the vessel, and you have 
assured the private enterprise that you will pay a certain rent, and 
to go out and build the vessel? 

Secretary THomas. That is correct. 

Mr. Vinson. And by that way—TI am at a loss to understand how 
you save any money by that way. 

Secretary THomas. Well 


4896 


Mr. Vinson. Why doesn’t it cost more to do that than for you to 
go ahead and build it direct? 

Secretary THomas. Well, may I speak on that? 

Mr. Vinson. Yes. 

Secretary Tuomas. Well, I think the compelling reason behind 
this is—and I ask you to follow with me now for a little while. We 
are under great pressure, all the services, not only the Navy, but all 
the services, from the Congress, to get the services out of all industrial 
commercial enterprises that we can. 

Mr. Vinson. Well 

Secretary THomas. To do all, everything that we can to contract 
with private enterprise. 

Now as I say, we are under great pressure on it. This sort of con- 
tracting is very common in industry. I mean, you can take your 
chain stores, for instance. They will have most of their stores built 
by private enterprise. Where they allow the amortization of that 
store, they will allow a profit on it. Now all we are doing is following 
out what is a very current, and I think a sound business practice, that 
we are going to private industry. We are letting them put ——_ ; 
money. We are making a long-term charter for 10 years. e are 
viving them a reasonable amount to amortize a reasonable part of it. 
They are going to bid on it. They may make a small profit and they 
may not. 

Mr. Vinson. All right. 

Secretary THomas. In any event, it would be a small profit. 

Mr. Vinson. Now, you say one of the reasons why you are doi 
this is on account of the pressure to get the Government out ‘of 
business? 

Secretary Tuomas. Oh, yes. We are under great pressure on that. 

Mr. Vinson. All right. Now following that line of thought, these 
tankers are classified as auxiliaries of the Navy, are they not? 

Admiral Denuprink. No. 

Mr. Vinson. Well, they are part of the Navy. 

Secretary THomas. Well, they are under charter by the Navy. 

Mr. Vinson. All right. Then why shouldn’t other types of vessels 
used by the Navy be chartered out in the same manner? 

Secretary Tuomas. Well, what other types do you mean? 

Mr. Vinson. Well, any other small type of vessel. 

Mr. Transport service. 

Mr. Vinson. A small vessel. 

Mr. Keviener. Transports. 

Mr. Vinson. Yes, transport. 

Secretary THomas. A transport is more a military type of vessel 
than a tanker. 

P Mr. Vinson. Well, isn’t this military? It has to accompany the 
eet. 

Secretary Tuomas. No, I would say not. This could be used as a 
commercial tanker. 

Mr. Vinson. All right. It has to serve the fleet. Your very first 
statement shows the importance of it, to supply the petroleum neces- 
sary for the fleet and for the whole armed services. 

Secretary THomas. Well, that is correct, but it could also be—it is 
basically an industrial 


Mr. Vinson. I don’t think you will find any dispute anywhere that 
the Government should get out of business where it possibly can do so. 
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But in construction of ships or the manufacturing of tanks or the 
manufacturing of powder and things of that kind, why, of course, it 
is the function of the Government to at least do part of it. 

So I don’t follow you at all on that line of reasoning, to get out of 
business. 

Secretary Tuomas. Well, Mr. Vinson, anything that you buy, 
anything that the Government buys from a contractor, even if we 
buy the ships from a private shipyard; you have allowed him as a 
part of that cost of that ship his depreciation of his yard, you have 
allowed him a profit. It isn’t much different from your contracting 
on a charter basis. 

Mr. Vinson. Then following what you say, we better close up all 
the Navy shipyards. 

Secretary THomas. No. I think that is entirely different. 

Mr. Vinson. You have a law on the books that half of the business 
—_ be done in Government yards and half must be done in private 

ards. 

7 Secretary THomas. But you are talking about a military 

Mr. Vinson. If you want to get the Government out of business, 

down here and close up Norfolk and all the other navy yards. 
Private yards can do the repair. Private yards can build just as well 
as the navy yards. 

Secretary THomas. Well, I think when you are talking about your 
shipyard, you are talking about a different type of vessel. You are 
talking about a military, basic 

Mr. Vinson. This is a military vessel. 

~ ees 4 Tuomas. No. This is basically a commercial type of 
vessel. 

Mr. Vinson. All right, it is going to build under Navy plans and 
specifications, isn’t it? 

Secretary THomas. Well, not any different from your commercial 
plans and specifications. 

Mr. Vinson. Well, isn’t the Navy going to draw the plans and 
specifications? Isn’t the Navy going to require that it meet certain 
requirements? You have in the bill it must be 18 knots. 

cached Tuomas. But they are being built to commercial stand- 
ards. 

Mr. Vinson. Won’t they be built in such a way that you can put 
guns on them? 

Secretary THomas. No. 

Mr. Vinson. Well, they’d put them on mighty quickly if they had 
to. 

Now let me call your attention to what happened in the Senate. 
Here is what was said by Senator Magnuson: ‘‘At $5 per ton for an 
averate of 28,000 tons per ship, the total cost would be $140,000 a 
month.” 

Would it cost $140,000 rental for one of these boats? 

Secretary THomas. I didn’t hear the first of that, Mr. Vinson. 

Mr. Vinson. Here is what Senator Magnuson said: ‘$5 a ton for 
an average of 28,000, the total cost would be $140,000 a month,” 
Is that correct? 

Secretary THomas. It is 28,000 tons, isn’t it? 

Mr. Vinson. What? 

Secretary THomas. Isn’t it 28,000 tons? 
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Mr. Vinson. 28,000 tons, yes. 

Secretary Tuomas. Yes, that is right. 

Mr. Vinson. Then the committee can understand that we will 
pay under this proposal a rent of $140,000 a month for one of these 
vessels; is that correct? 

Secretary THomas. That is correct. 

Mr. Vinson. All right. For 12 months the cost would be $1,- 
680,000? 

Secretary THomas. Right. 

Mr. Vinson. All right. For 10 years, it would be $16,800,000 
for each tanker; is that correct? 

Secretary THomas. That is correct. 

Mr. Vinson. And after we have paid $16,800,000, what would we 
have. Would we have a tanker? 

Secretary THomas. No. 

Mr. Vinson. Of course you wouldn’t. 

Now what would it cost—what is the average cost of tankers of 
this type in the Navy? 

Secretary THomas. Well, we can give you a breakdown of that. 
We have it very, very evenly broken down. It would cost you the 
difference between operating our present T-—2 type of tankers and 
operating these new tankers. We will give you exactly the difference 
in the cost. 

Mr. Vinson. Let’s talk about the cost and not the operation. Of 
course, you could charter them out for operations like you do now. 
But I am talking about cost. 

What would be the cost if the Navy were to authorize the construc- 
tion of a tanl er? Would it cost $16,800,000 to construct? 

Secretary THomas. About 7% million per tanker is what it is. 

Mr. Vinson. That is right. 

Secretary THomas. That is just to build. 

Mr. Vinson. As Mr. Magnuson said, and it was agreed to by 
Senator Stennis, that these 20 tankers would cost approximately, if 
built by the Government, on its usual price, about $150 million, is 
that correct? 

Secretary THomas. That is correct, about $7' million 

Mr. Vinson. Now under this plan, at the end of 10 years, we 
would have spent $330 million and would not have had any tankers. 

Secretary THomas. Yes, but you have to pay for the operation of 
your present fleet of tankers. 

Mr. Vinson. I am talking about the cost. I am not talking 
about the operation. Of course, we know we have to operate it. 
Is that correct? 

Secretary Tuomas. No; I wouldn’t think so. 

Mr. Vinson. Well, what will be the total cost? Now here, “For 
10 years it would be $16,800,00C per each tanker. The cost of 20 
tankers at that rate would be $336 million for 10 years.”’ 

Secretary THomas. Well, we will show you all that. But if the 
Government builds these same 20 tankers and they cost $74 million 
apiece, they have to amortize them over 20 vears because that is the 
life. It is not over that; as a matter of foct 

Mr. Vinson. That is right. 

Secretary Tuomas. It may be less than that. So you are going to 
private industry and you are having them invest their money, you 
are having them amortize them over 20 years, and the only difference 
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in the cost of our operating them ourselves and doing it under charter 
with private industry: We are paying them a small profit per annum 
for the operation of those ships. 

Mr. Vinson. If you follow 

Secretary THomas. That is pot bad business practice, Mr. Vinson. 

Mr. Vinson. All right. Then why is it we are embarking upon a 
great building program? For instance, yesterday we passed a public 
works bill. Why not private enterprise build all those things and 
just merely rent them? That is the same theory here. 

Secretary Toomas. No. I think it is a matter of balance. I 
think you take—there are certain types of vessels where I think you 
will do better by chartering them than building them and the Gov- 
ernment operating them. 

Mr. Vinson. We have been running the Navy for about 165 or 
170 years and this is the first time we ever planned that somebody 
else should build what we need in the Navy and we will rent them. 

Secretary THomas. I thin] that is right. 

Mr. Vinson. And the reason you said you wanted to do that: 
Because you didn’t want to have to go to the Budget and ask for an 
appropriation of $150 million to do it? 

Secretary THomas. Well, I didn’t quite say that. I said that was 
one of the reasons. 

Mr. Vinson. That is right. 

Secretary THomas. That is not the compelling reason, however, 
Mr. Vinson. 

Mr. Vinson. Now, what is the compelling reason? 

Secretary THomaAs. Because we think it is sound business practice 
to let private industry, let private shipbuilding vards build these 
ships and to charter them on a basis—and let them operate them on 
the basis of a small profit to do it. We think that is perfectly sound 
business practice. 

Mr. Vinsovx. As far as building is concerned, don’t you know that 
the law requires half of them to be built in private yards and half in 
public yars? And if we authorize 20 tankers today—— 

Secretary THomas. These would all be built in private yards. 

Mr. Vinson. I know, But under the law today, you would have to 
have half of them built in the private yards. That is the law. 

Secretary Tuomas. Well, not if we chartered, not if we entered 
into a charter. 

Mr. Vinson. If the navy built them. Whenever a shipbuilding 
program comes out, the policy of the Government, written in the 
Vinson-Trammell Act, is half of it must be done in private industrial 
yards and half in the Navy yards. 

Mr. Duruam. The building, you mean. 

Mr. Vinson. The building. 

Secretary Tuomas. That is right, if the Navy built them. But 
the Navy doesn’t contemplate building them. They contemplate 
chartering them. 

Mr. CunninaHam. Will the gentleman yield to me? 

Mr. Secretary, I notice that Mr. Vinson showed that $330 million 
the Government would pay in 10 years for what cost the contractor 
or the builder $150 million. Now that is more than 100 percent 
profits. 

Secretary Tuomas. I am sorry. 
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Mr. CunnineHam. That is more than 100 percent; that is, the 
lessor from whom we contract these vessels would, in 10 years, get 
back all it cost them to build, plus more than 100 percent in addi- 
tion. And you state that that is about two-thirds amortization. 

Now, $100, at 6 percent interest, compounded annually, will 
double itself in just about 12 years. It seems to me by the time that 
this is paid out, not two-thirds, but three-thirds or 100 percent, 
with the lessor still owning these tankers. We certainly spent a 
tremendous amount of money over and above what we would have 
to spend if we built them ourselves. 

Secretary Tuomas. Mr. Congressman—— 

Mr. CunnincHam. That is just the point the gentleman from 
Georgia is getting at. 

Secretary THomas. No, it doesn’t work out that way. I mean, 
if the Government will build these 20 ships at an estimated cost of 
seven and a half million dollars—and that is pretty generally the 
estimted cost—they have to amortize those over 20 years because 
the life of those ships is only 20 years. They have to pay the operat- 
ing costs of those ships. 

r. CunnincHam. Oh, but we pay it anyway if we lease them. 
Does the lessor pay the operating cost of ike tankers during the 
10-year period? 

Secretary Tuomas. Under the charter, yes. 

Mr. CunninGHAM. You mean the lessor pays the operating cost? 

Secretary THomas. Yes. 

Mr. Vinson. But we pay for it in rental. 

Mr. Price. And what would you find out, too: As soon as we got 
into any trouble, the Government would then lease these thin 
outright and supply the operating personnel of them and we would 
pay double for them again. 

Secretary Tomas. I don’t think that is correct. 

Mr. Price. That would be just exactly what would happen. 

Secretary THomas. No. 

Mr. Cunnincuam. Let’s get down to this operating cost. What 
would the operating cost per year of one of these tankers be? 

Secretary THomas. We have that right down, compared with what 
it would cost to operate our own tankers, compared to what it would 
cost under this charter. 

Mr. Cunnineauam. Now, do I understand—— 

Secretary THomas. Now it would cost, under this chartar, to let 
them amortize two-thirds of it over 10 years, their other operating 
costs which they pay—it would cost them $4.68 per year. 

Now—that is per deadweight ton. Now we are limiting it—— 

Mr. CunntInGHAM. You say a year or a month? 

Secretary Tuomas. A month. We are limiting it now to $5. So 
the most they could make would be the difference between $4.68 and 
$5, which would be 32 cents. It is our belief that we will get some . 
bids below that. So that you are talking about a very narrow profit 
margin and it would cost you very little more, in my opinion, to charter 
these vessels and to have them operated by private operators than it 
would to build and operate your own ships. 

Mr. Price. Well, how much more would it cost? 

Secretary THomas. Well, we will show that in a—— 

Mr. Price. Why would you pay more? Why wouldn’t you want 
to operate at the least possible cost for the Navy? 
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Secretary THomas. Well, you get down then to what, as I say, is a 
very common business practice, the same reason why a chainstore—— 

Mr. Pricer. We are thinking more of national defense here now than 
business practice. 

Secretary Toomas. But we get it on the other side. Don’t forget 
this, that we are under great pressure, as I say, to get the Govern- 
ment out of business. 

Mr. Price. Yes, but you shouldn’t be subject to that pressure. 
You should only think of the military aspects of this and the national 
defense, and you shouldn’t be subject to or worried about pressure. 

Secretary Toomas. Well, it is not quite that simple, because I 
think we are under pressure and what we are trying to do is what is 
best to the security of the country. 

Mr. Price. You are under pressure from some people who want 
to make profit out of this operation. 

Secretary THomas. No, I don’t think that is right. 

Mr. Duruam. One question first. 

Mr. Secretary, where did this plan develop, since it is a new idea? 
Did it develop in the mind of the Navy or did it develop by some 
private enterprise shipbuilding operation people? 

Secretary THomas. I think I can say—Admiral Denebrink can 
develop this better than I can—right in the Navy, in MSTS. 

Mr. Duruam. Can we be sure it developed in the Navy and not 
by outside interests? 

Secretary Tuomas. I will let Admiral Denebrink answer that. 

Mr. Duruam. Can you answer that categorically? 

Admiral Deneprink. I can answer that: the philosophy that is 
held in this bill was developed through the Military Sea Transportation 
Service entering into a program of long-term chartering of four ships 
from the Orion Co. Also, there paralleled this by a bill which has 
been introduced by Congressman Rivers of South Carolina over a 
period of many years in which the substance of that bill was to author- 
ize the long-term chartering of privately constructed tankers. 

Mr. Durnam. Of course, one Congressman doesn’t set the policy 
of the Navy. 

Admiral Denresrink. But I wanted to be very fair with you, sir, 
and say that had been proposed by Congressman Rivers’ bill. That 
particular bill was reported on by the Navy Department as not being 
necessary because of the fact that the Military Sea Transportation 
Service already had authority to enter into charter contracts. 

Mr. Vinson. That is right. 

Admiral Denresrink. That was last year. 

Mr. Vinson. Therefore, you recommended against the bill. 

Admiral Denesrink. We recommended that the bill was not 
needed. 

Mr. Vinson. That is right. 

Admiral DenreBrink. That existing procedures took care of it. 

Mr. Duruam. That is the point of this whole thing. 

Admiral Denesprink. That is right. 

Now, then, the Secretary of the Navy, acting within his authority, 
did approve a long-term charter of 4 ships for a period of 5 years 
with the Orion Co. And the reason that he had the right to do that 
was that the total charter hire of the 4 ships at the rate for a period 
of 5 years did not total the amount of money within the corpus of 
$100 million of the Military Sea Transportation Service. 
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There then occurred this development. There was a great prob- 
lem involving many aspects of the petroleum picture for national 
defense. And the National Security Council directed the Secretary 
of the Navy to have a study made of the tanker situation. 

That is the study which Secretary Thomas has testified to. 

We came up with a study to the effect that we could employ 20 
such new tankers in the Military Sea Transportation Service. That 
study was approved by the National Security Council and the Secre- 
tary of the Navy was directed to implement that study. 

When we got around to entering into the long-term charter of 20 
ships over a period of 10 years so as to get a more favorable rate, it 
was determined within the Navy Department that the total sum of 
money involved exceeded the revolving fund, if you will, of the 
Military Sea Transportation Service. 

Consequently—and IT would remind you gentlemen that the Depart- 
ment of Defense has taken a great deal of pride and interest in the 
use of the so-called industrial fund concept of running certain parts 
of the Department of Defense. Secretary McNeil has been very 
much in the forefront in sponsoring that philosophy. When this 
matter was presented to Secretary McNeil he said, as I understand 
it, that he would always go to the Congress and acquaint them with 
any large problem under the industrial fund because of their interest 
in it, and because the Congress had approved the industrial fund 
concept. 

Consequently, the authorizing legislation that you gentlemen are 
now considering is because of the Department of Defense wishing you 
to know of this particular aspect. 

Mr. Vinson. Mr. Durham, will you yield? 

Mr. Duruam. Just a moment. Weill, | don’t know whether I got 
an answer or not, Mr. Chairman, from that explanation. But I 
still want to know specifically whether or not this thing was entirely 
born in the mind of the Navy in the interest of security and national 
defense? 

I will put it like that. 

Admiral Denesrinkx. Well, I have pointed out that it has gone 
beyond the Navy. 

But I will say to you that | know—lI personally am not aware of the 
fact that this has germinated in private industry. 

Mr. Duruam. Well, now, will you have direct control? 

Could you pick these 20 vessels up and direct them to be in the 
Mediterranean Sea immediately after they are built? 

Admiral Denesrink. That is correct. 

Mr. Durnam. You have that authority. 

Admiral Denesrink. That is correct. 

Mr. Durnam. You have the same authority over these vessels 
you would have over the ones that you own outright? 

Admiral Denesrinkx. No; I would not say that. 

Mr. Durnam. Well, now, we are talking about national defense 
here, and that is why I am asking that question. 

Because | believe in complete control when it comes to national- 
defense matters. 

Mr. Vinson. Mr. Chairman, why would not that depend upon the 
type of charter? 
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I think you could draw a type of charter that would put all these 
operations wherever the Secretary of the Navy might want it to be. 
It would be in the term of a contract by which it was to be operated. 

If you are through 

Mr. Duruam. I have another question I want to ask him. 

Admiral Denesrinx. Well, | would like to pursue this matter for 
you with regard to our measure of control. These ships under the 
charter to the Military Sea Transportation Service would carry out 
the orders of the commander of MSTS. 

Mr. Durnam. Well, that is all right. 

Admiral Denesrink. They would be manned by civilian merchant- 
marine crews. And the reason that I made my statement to you 
just before is that there might possibly be some conflict and degree 
of control over a ship manned with merchant crews and a ship manned 
with uniformed crews. 

Mr. And you will agree—— 

Admiral Denesrink. But otherwise it would be identical. 

Mr. Duruwam. And you will agree there was a large conflict in the 
last war, too, won’t you, Admiral, between those two services in that 
type of operation. 

Mr. Vinson. That is right. 

Mr. Durnam. I went over it and | saw it personally, with my own 
eyes. It just simply was not satisfactory and not 100-percent 
efficient. Now, another question. Will these people get a tax 
writeoff that build these vessels? 

Secretary THomas. Well, may I answer—— 

Mr. Vinson. What? 

Mr. Duruam. Tax writeoff. I think they will. 

Mr. Price. Mr. Chairman, before you go to answer that one, may 
I ask this: Will these vessels also be 100 percent for naval use? 

Secretary THomas. Yes. 

Mr. Price. In other words, they are just an auxiliary ship for the 
Navy and you are having a private company come in and take over 
this auxiliary service for the Navy? 

Secretary Thomas. They will be under charter, under control of 
the Navy. 

Mr. Price. One hundred percent use of the Navy? 

Secretary Tuomas. That is right. 

Mr. Price. I think—— 

Mr. SuHarer. I wish you would address the Chair. Mr. Dur- 
ham 

Mr. Price. Mr. Durham raised a very important question when he 
brought up the difficulty we have had with the difference in service 
between the merchant marine and the members of the armed services. 
And this is getting us right into the middle of more trouble on that 
particular question. 

Secretary Tuomas. Mr. Chairman, may I answer that? 

Mr. Duruam. Let him answer my question on the tax writeoff. 
I want to know about that, as to whether or not they have other 

‘increments of income from this operation besides the payment of the 
Navy in direct funds of so much a ton. 

Mr. Suarer. Mr. Secretary. 

Secretary Thomas. Mr. Chairman, well I would like to say for the 
Navy and as the Secretary of the Navy, in my opinion this charter. 
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arrangement is to the best interests of the National Security. 1 would 
like to put that in the record because I believe that. 

Mr. Duruam. We are not questioning that. 

Secretary Tuomas. Pardon me. 

Mr. Durnam. We are not questioning that. 

Secretary THomas. Well, in my opinion we are trying to get into 
the operations. Now, if the Government built those ships, the 20 
tankers we are talking about, we would not operate them with mili- 
tary crews. We would operate them with civil service crews anyhow. 
So they would not be operated by military personnel. 

Now, one of the things I think we must not lose sight of: That in 
our opinion one of the weakest things in our defense program is our 
tanker setup today. Our tanker fleet is basically an obsolete fleet. 
We are going to have block obsolescence in the fleet. The new type 
of aircraft use from 4 to 7 times as much fuel. The faster ships are 
essential with the type of war we are going to fight and I would rate 
this as one of our most important programs in the Defense Depart- 
ment, to get a fleet of new tankers. 

Mr. Duruam. Answer my question, Mr. Secretary, if you can, as 
to whether or not these operators that are building these ships and 
going to lease get a tax writeoff on building the vessel. 

Secretary THomas. As I say, if the United States Government 
builds them we are going to have to write them off in 20 years. If 
we charter these, we will allow these people to write off up to 66 percent 
of those in the first 10 years. 

Mr. Durnam. And they can get that off of the income tax at the 
end of the year. 

Secretary THomas. That is a depreciation account. 

Mr. Duruam. Yes. 

Secretary THomas. But we would have to write it off ourselves. 

Mr. Duruam. I know. 

Secretary THomas. And what you are actually talking about is 
whether the Government builds these ships, invests its money in them, 
goes ahead and operates them and writes them off in 20 vears, or 
whether you charter them and private industry puts up the same 
money to build them, builds them in private shipyards, which good- 
ness knows, we need now with our shipbuilding industry—private 
industry puts up the money, they write them off the same as the 
Government would do, they pay the operating expense, and for that 
and for handling them they have the opportunity of making a small 
operating profit. 

We think that is perfectly sound business procedure. We think 
that is to the best interest of the Navy. We think we will get the 
tankers faster that way now. 

Mr. Duruam. You think with a complete writeoff of taxes 

Secretary THomas. Pardon me. 

Mr. Duruam. With a complete writeoff of the taxes, which it would 
be, a complete writeoff 


Secretary Tuomas. No, sir. That is not right. They are allowed 
up to 66 percent. 

Mr. Durnam. Well—— 

Secretary Tomas. In 10 years. At the end of that time they would 
have at least a third of those ships on which they still owe the money 
if they borrowed the money. 
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It would be their own investment. Maybe they have a market for 
those ships and maybe they haven’t. 

Maybe they can operate them at a profit and maybe they can’t. 
But you are not allowing them any more of a writeoff than the Gov- 
ernment itself would have to take. 

Mr. Duruam. Well, that is all true. But that is just simply a de- 
arture from what we have ever done before, in a writeoff of something 
ere that is a large, tremendous operation. 

Secretary THomas. Well, we are contracting with private industry 
in many areas. And whenever we contract with them we get a cost 
breakdown and that cost breakdown allows them depreciation of their 
facilities. It is no different than any contract that you are making. 
It is no different than anything that you buy from a contractor. 

You get his cost breakdown, on all our negotiated contracts, and 
he has a profit in there, a depreciation on which you allow him a 
writeoff. 

Mr. Duruam. A man can get into this tanker business, then, with 
mighty little funds, in the final analysis, Mr. Secretary, in my opinion, 
under this program. That is all I have. 

Mr. Suarer. Mr. Cunningham. 

Mr. Cunnineuam. Mr. Secretary, I am bothered and it may be 
simply because we don’t have the facts. There is something wrong 
here in the figures you have given or else there is a hidden profit that 
we haven’t seen. 

As | understood you, Mr. Secretary, a while ago you said that some- 
thing better than $44 of each ton per month that you pay will be 
operating expenses. 

Secretary THomas. $4.68. 

Mr. CuNNINGHAM. $4.68. 

Secretary THomas. So that leaves 32 cents per ton per month profit 
only to the lessor. 

Mr. Cunnincuam. That is right. Well, now, I have figured at 50 
cents a ton per month and it only gives them $168,000 a year profit. 
Yet, the vessel costs them 7% millidn; 6 percent on 7's million is 
$450,000 a year. 

You don’t mean to tell me that they are going to operate on a profit 
of one-third about what they would have to pay to borrow the money 
or one-third of 6 percent? 

Secretary THomas. Well 
Mr. Cunnincuam. Now, there is somewhere they are making a 

profit that we haven’t seen. 

Secretary THomas. Well, I don’t think so. We will show you all 
the breakdowns on. it. 

Mr. CunninGuam. You see that amount of profit—and I figured it 
at 50 cents instead of 32 cents per ton per month—would only give 
them $168,000 a year per vessel. 

Now, 6 percent on the cost of that vessel is $450,000. Assuming 
they could borrow the money at 2 percent, they would only be breaking 
even. I know blame well that the builders of ships don’t operate that 
way. 
Now, there is just something wrong. 

Secretary THomas. I don’t think you will find there is anything 
wrong. Because we have the breakdown of it. 

Mr. CunninGuam. I say, maybe we don’t have all the facts. 
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Secretary THomas. Let’s show them the charts. 

Mr. CunnineGuam. Mr. Vinson. 

Mr. Vinson. May I ask the Secretary a question. 

Under the Military Sea Transportation Service today they have 
the authority to charter, isn’t that correct? 

Secretary THomas. That is correct. 

Mr. Vinson. And as a result of it, the Admiral stated he had 
entered into charter for four vessels; is that correct? 

Secretary THomas. Correct. 

Mr. Vinson. Now, Congress sets up a revolving fund for charter, 
does it not? 

Admiral Denesrink. Operating expenses. 

Mr. Vinson. Operating expenses for the Military Sea Transporta- 
tion Service. 

Therefore, as far as the law is concerned, the right to charter already 
exists today? 

Admiral Denesrin«k. That is right. 

Mr. Vinson. Now, if vou had sufficient funds in your revolving 
funds to take care of a charter for 20 ships you would not be here, 
would you? 

Admiral Denesrink. That is right. 

Mr. Vinson. Isn’t that correct? 

Admiral Denesrink. That is correct. 

Secretary THomas. That is correct. 

Mr. Vinson. Then the only trouble is you don’t have sufficient 
money in the revolving fund, that is the reason you come to the 
committee now to approve your charter, before you have the authority 
to charter? 

Secretary THomas. That is correct. 

Mr. Vinson. What? 

Secretary THomas. That is correct. 

Mr. Vinson. All right. 

Then why wouldn't it be the proper thing to do to go before the 
Appropriations Committee and say, ‘We want more money to charter 
more ships.” 

Then you would have ample authority to go out and charter any 
ship in existence or enter into a contract with any corporation to build 
ships for you to charter, isn’t that correct? 

Admiral DeneBrink. We have plenty—— 

Mr. Vinson. You have the authority——— 

Admiral Denesrink. We have the authority to enter into charter 
contracts. 

Mr. Vinson. That is right. 

Admiral Denesrink. The—— 

Mr. Vinson. Wait one minute, Admiral. 

That doesn’t mean, when you enter into the charter, that the ship 
had to be in existence at that time. You could enter into a charter 
for the purpose of a company building a ship and when it is completed 
you will charter it. 

Admiral Denesrink. We can enter into charter contracts either 
for ships which are in existence. 

Mr. Vinson. That is right. 

Admiral Denesrink. Or ships which are not now in existence. 

Mr. Vinson. That is right. 
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Admiral Denesrink. The fact that the Secretary of Navy is here 
before you gentlemen with this authorizing legislation is in my opinion 
avery healthy sign that the Congress is being informed of the operation 
of this industrial fund within the Military Sea Transportation Service. 

We do not need more money, because we do not operate under 
appropriated funds. But we are getting your authority to enter into 
a long-term charter which, over the period of the full 10 years, would 
amount to more money than we have in our corpus at the present 
time. 

Mr. Vinson. Exactly. 

But Admiral, somebody has got to pay your corporation and it 
would be the Navy or the Air Force or the Army. 

Admiral Denrsrink. That is correct. 

Mr. Vinson. To keep vour revolving fund. 

Admiral Denesprink. That is right. 

Mr. Vinson. And therefore the Appropriations Committee has to 
appropriate the money to those departments for certain purposes, 
which in turn enable them to reimburse you. 

Admiral Denesrink. That is right. 

Mr. Vinson. All right. 

So it all comes out of the Treasury of the United States. 

Admiral Denesrink. That is correct. 

Mr. Vinson. All right. 

Now, it may not come direct to you, but it goes to the Department 
and then they enter into a contract with you to deliver goods at such 
and such a place, and pay you for it and you keep the revolving fund. 

Now, if vou had sufficient money in your business from the depart- 
ments and you had a large enough revolving fund, why vou could 
continue to charter not only 4 ships but 20 more ships, could you not? 

Admiral Yes, sir. 

We have had as many as 350 ships under charter. 

Mr. Vinson. Why certainly. 

Admiral Denrsrink. At one time. 

Mr. Vinson. Exactly. Because the requirement of the services 
warranted it. All you had to do was to find the Department buying 
your services sufficient to permit a continuation of the charter. 

Now, as raised by Mr. Durham, Mr. Chairman, these ships will be 
operated by merchant seamen and will not be operated by Navy 
personnel, like all other chartered ships? 

Secretary THomas. That is correct. 

Mr. Vinson. And they will be under the control of the Maritime 
Union and under the control of the seamen laws that relate to merchant 
seamen? 

(Secretary Thomas nods head.) 

Mr. Vinson. And do you think you would have absolute control 
over them to such an extent that you could issue orders to the skipper 
of a tanker to be at such and such a place on such and such a time, or 
would you have to clear it through the unions? 

And as suggested by Mr. Durham, I think I recall a certain in- 
stance, probably down at Guadalcanal, where there was a little hesi- 
tancy on their part sometimes on unloading. 
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Secretary Tuomas. Well, Mr. Vinson, if the Navy built those ships 
we would not operate them with military crews. e would operate 
them with the same type of personnel. 

Mr. Vinson. Yes, but nevertheless, you would have a different 
contract. You would have where you got complete control of it. 
You would probably have some civilian at the head of it, but he would 
be working for you. Just like the Admiral can do today. The 
Admiral has private employees, on the ships, but he is the boss of it. 

Secretary Tuomas. Well, I think we would have a full control over 
the ships under charter, because first of all, don’t forget that the 
private concerns have their monéy invested in it. They are under 
contract. If they don’t live up to their contract, we could take the 
ships over. 

Mr. Vinson. Now, let me ask you this, Mr. Chairman. When 
was the last authorization of Congress to build tankers? Hasn’t 
Congress authorized some tankers recently in the last 3 or 4 years? 

Secretary Tuomas. Well, they are fleet tankers, but I will let 
Admiral 

Mr. Vinson. All right. Aren’t these going to be fleet tankers, too? 

Admiral Deneprink. These are not going to be fleet tankers, Mr. 
Vinson. 

Mr. Vinson. All right. 

Admiral Denerrink. These are purely commercial tankers built 
or commercial operation, manned by merchant crews. They will 
have no armament installed. They are not to be confused with the 
Navy shipbuilding program for combatant ships or auxiliary vessels. 

Mr. Vinson. Then, what purpose are they going to serve, if they 
are not going to serve with the leet? 

Are they going to bring oil from abroad, around from coast to 
coast and store it, or what purpose is it going to serve for the Navy and 
for the military? 

Admiral Denesrink. The Military Sea Transportation Service 
is charged with the movement of petroleum products on a worldwide 
basis in order to meet the petroleum demands of the Army and the 
Navy and the Air Force and at the present time, we are operating in 
excess of 50 Government-owned World War IT built tankers. 

Mr. Vinson. Under charter? 

Admiral Deneprink. And those are operated under a contract 
which we make with 4 private shipping companies, 2 in the Atlantic 
coast and 2 on the Pacific coast. The crews of these ships are mer- 
chant seamen. The officers are merchant officers. And we operate 
these fifty-odd tankers to carry petroleum products wherever they are 
needed. The tankers are old, over 10 years old. 

The problem came up of trying to get some rejuvenation into our 
tanker fleet and in trying to get rid of their block obsolescence and 
also to fill the void of a deficit which actually exists in the American 
tanker fleet to meet our mobilization requirements. 

Therefore, it was considered that if we could get these ships built 
by private capital, operated by private companies, using merchant 
seamen, and if the price was comparable to what it costs us to operate 
our present Government-owned tankers, that it would have many 
distinct benefits. 

My statement and some charts and some figures which I have will 
indicate the comparative costs which you gentlemen 


Mr. Suarer. Let’s go ahead with your statement, Admiral. 
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Admiral Denesrink. If I may go ahead with my statement, I 
would like in order that the committee may know of my procedure 
first to discuss the world tanker situation and the need for new tankers 
and then I would like to go into the cost aspects of it. 

Mr. SHarer. The committee will be glad to have that information. 

Admiral Deneprink. My name is Francis C. Denebrink, Vice 
Admiral, United States Navy, commander of the Military Sea Trans- 
portation Service and this is my statement, which I would like to read, 

The Secretary of the Navy, in his statement before the committee, 
has emphasized the need for early augmentation of the present United 
States flag tanker fleet. I do not believe it is necessary for me to 
elaborate much further upon the wartime need for modern high-speed 
tankers inasmuch as this requirement should be as readily apparent to 
those who have felt the pinch of wartime rationing of petroleum 
products at home, as to those who have experienced the frustration 
of being unable to carry out a military task as a result of the same 
shortage. 

The priority that was given by the enemy to the destruction of 
tanker and the appalling tanker shoes which were sustained by the 
United States merchant marine in World War II as a result of this 
priority must constantly be borne in mind if we are to avoid repetition 
on a far greater scale of this tragedy of American unpreparedness. 

The Navy is giving high priority together with other projects, to 
the problem of countering enemy potential in antishipping warfare. 
Equal priority must be given to the development of a merchant fleet 
composed of modern high-speed ships with defense characteristics 
adequate to match the accelerated pace of future wars. The Military 
Sea Transportation Service with the support of the Department of the 
Navy has, after a thorough and detailed study of the current tanker 
situation, developed a program which it is believed will materially 
assist in maintaining the United States flag privately owned tanker 
fleet in a state of readiness equal to the task of supporting our national 
defense. The results of this study have been summarized in detail 
in a document entitled ‘““Tanker Study,” copies of which will be made 
available upon request of the committee. During my appearance 
before you today, my comments will be based primarily on the above 
study. At the present time, the United States leads all other countries 
in the amount of tanker deadweight tonnage under its flag. This 
position was attained solely as a result of the World War II con- 
struction program. 

Of all the major powers, only the United States increased the 
tanker tonnage under its flag during the war. In 1945, over 50 per- 
cent of the worldwide tanker tonnage was under the American flag. 
At the present time, however, the United States flag tanker fleet 
amounts to only about 25 percent of the total world tanker tonnage. 
Let us examine the significance of this trend a little more closely. I 
have with me a series of charts to which I will refer for illustration of 
the points in my testimony. 

Here in graphic presentation is a summary of the trend in world 
tanker tonnage since 1945. For further comparison, the chart includes 
corresponding figures for the prewar year of 1939. 

The size of the American flag tanker fleet reached an alltime high in 
1945. By 1953, however, there had been a material decrease from the 
high of about 12 million deadweight tons to a 1953 figure of about 
8 million deadweight tons or a reduction of about 33 percent. 
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This reduction was primarily the result of sales to foreign operators 
and transfers from United States to foreign-flag registry. These sales 
and transfers account for some of the growth in foreign tonnage. The 
significant fact is, however, that total world tanker tonnage including 
United States has increased by almost 10 million deadweight tons since 
1945. This increase resulted from postwar construction, the majority 
of which has been registered under foreign flag. 

Now, this chart shows the worldwide tanker fleet. And you will see 
that the worldwide tanker fleet went up from about 17 million tons in 
1939 to about 31 million tons in 1953. 

Now, let us examine the situation with regard to the principal 
countries. The United States had 4 million in 1939. It rose in 1945 
to 12 million. And in 1953 it is down to 8 million. Let us take the 
British Empire. The British Empire shows an increase from 1945 to 
1953. Norway does the same. Panama the same. France. Nether- 
lands about a standoff. Italy. Japan. 

And Russia [indicating]. 

Mr. Suarer. Admiral, is that due to the fact that we have per- 
mitted them to have our tankers, giving them away? 

Admiral Denesrink. We have sold tankers, but there is, in my 
opinion, the very kinetic world tanker construction program in the 
post World War years which has accounted for most of the buildup. 

Mr. Vinson. Mr. Chairman, right on that point, may I ask the 
Admiral this. You say, “The reduction was primarily the result of 
sales to foreign operators and transfers from United States to foreign- 
flag registry.” 

Now, why did we adopt such a policy as that? Was anyone beside 
the Maritime Commission consulted? 

Admiral Denreprink. These 

Mr. Vinson. Now, we brought about our decrease in our tanker 
strength, to a certain extent, from your statement here. 

We sold them. We chartered them to other flags. 

Admiral Denresrink. These are not Navy tankers. 

Mr. Vinson. I understand that. I understand that exactly. 

Mr. Durnam. Will the gentleman yield? 

Mr. Vinson. Yes. 

Mr. Duruam. We were told I believe that the deterioration in 
storage of tankers would be just about as much as being in operation 
all the time. That was one of the primary determining factors in my 
opinion that developed this program for selling these tankers. 

Mr. Bennett. May I ask a question—— 

Mr. Durnam. Wait a minute. 

Isn’t that correct? Does not the tanker deteriorate when it is 
stored down in the James River just about as fast-—— 

Admiral Denesrink. I would not agree with that statement, sir. 

Mr. Durnam. Well, you would have to keep it in operation, 
almost, to keep it from deteriorating. 

Admiral Denesrink. No, I would not agree with that statement. 
The position of the Navy Department is that ships that are properly 
mothballed—— 

Mr. Duruam. Well, Iam talking about properly moth-balled. We 
had no control of those tankers. They were under other agencies. 
The services didn’t have control of those tankers. We couldn’t 


mothball those things. The Maritime Commission had control of 


them. 
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Admiral Denesrink. Well, I would like to stick within the frame- 
work of my costume here. 

Mr. Vinson. Mr. Chairman, may I say, in response to Mr. 
Durham’s question, my thought always was that it all depends upon 
the type of fuel that goes in the bulkhead as to the lifetime of a tanker. 

Admiral Denesrink. Mr. Vinson, you are very correct. If the 
tanker carries clean products or aviation gasoline—— 

Mr. Vinson. That is right. 

Admiral Denesrink (continuing). With the lead in it, the deterio- 
ration of the bulkheads and the longitudinals is very rapid, whereas if 
the product carried is black oil, the deterioration is much less. 

Mr. Vinson. Now—— 

Admiral Denesrink. But the question made was the degree of 
deterioration while the vessel was laid up, and my answer is that a 
vessel properly laid up will maintain its life in good fashion. 

Mr. Vinson. Now, Mr. Chairman, the Admiral is making a point 
and raising a point that our tanker fleet has decreased on account of 
a policy we adopted. Now, will you put in the record over the last 
4 or 5 years with what rapidity we have been getting rid of tankers 
either by sales or by transfer to foreign registries? 

Admiral Deneprink. Well, that information is not available orig- 
inally within the Navy Department. That is within the cognizance 
of the Maritime Administration. 

Mr. Vinson. That is right, exactly. 

Admiral Denesrinkx. Mr. Vinson. If you wish we could get that 
information from the Maritime Administration. 

Mr. SuHarer. Mr. Bennett. 

Mr. Brennerr. Along that same line, | would like to ask you—first 
of all I would like to say, I can see there from the chart that a great 
number of these ships are on a Panama registry. | would like to ask 
you, with regard to Panama registry, isn’t it true that most of these 
ships are actually American financed and American operated as far as 
the executive branch of the industry is concerned? 

Admiral Denesrink. You are correct with regard to the Pana- 
manian registry. Most of the increase in the Panamanian tanker fleet 
is reflected by sales of American tankers from the United States to 
Panama. 

Mr. Bennerr. Is that advers to American security interests, to 
have that occur? 

Admiral Denesrink. I would say that it is—I would say in this 
order: It is better to have the ship under American registry. It is 
not as bad to have it under Panamanian registry as it would be to have 
it under some other foreign flag. 

1 would characterize the Panamanian registry as a friendly foreign 
flag. 

Mr. Bennert. All right. 

Admiral Denesrink. If Il may be permitted to go to pthe next chart? 

Mr. Suarer. You may proceed. 

Admiral Denresrink. This chart illustrates the effect of expanded 
wartime construction and the rapid decline in postwar construction 
upon the age of ships of the United States tanker fleet. The rate of 
new construction of foreign-flag registry by major powers is greater 
than the rate at which ships are becoming obsolete due to overage. 
As a result, the average of tankers registered under the Norwegian 
flag, for example, decreased from over 9 years in 1950 to about 7% 
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years in 1952. By comparison, the average age of the United States 
flag tanker during the same period increased from about 7% years to 
about 9% years. Based on past experience, tankers are considered to be 
overage after 20 years. If, on this basis, the picture is projected into 
1965, it becomes apparent that we will not only gradually lose ground 
in our efforts to maintain a modern fleet, but will suddenly at some 
time in the future fall far behind those foreign powers which have 
carried out an orderly replacement program. ‘This may be an exag- 
geration from the standpoint of actuality, but it serves to emphasize 
the seriousness of the problem of block obsolescence, which is brought 
out further by the next chart illustrating the division of foreign flag 
and United States privately owned tanker tonnage, by age grouping, 
based on the tonnage in existence as of January 1, 1952, and projected 
new construction. 

Before we leave this chart, worldwide in 1950 the average age was 
less than 9 years. In 1952, it was a little less than 9% years. But the 
United States: the age went up from 7% years to about 9% years. 
Notice that in the British Empire, the average age reduced slightly, 
In Norway, a material reduction. And in Panama, the average age 
went up comparable to that of the United States. And that reflects 
your question, sir, about the transfer of the flags from American 
registry to Panamanian registry. With regard to chart No. 3, it shows 
that the present United States flag tanker fleet is composed primarily 
of ships built during the emergency construction programs of World 
War II, while the present foreign-flag fleets of the major powers have 
been built up through new construction as a result of long-range post- 
war programs. So long as the rate of tanker construction for foreign- 
flag registry exceeds the rate of new construction for United States 
flag operation, the United States will continue to fall behind not only 
in the percentage of world tonnage, but also in the average age of the 
ships in its fleet. This points up the fact that not only is the United 
States flag tanker fleet falling behind foreign-flag fleets in tonnage, 
but also in modernization and efficiency, and at the same time is 
rushing headlong toward block obsolescence as a result of the pre- 
ponderance of wartime-constructed ships in the fleet. 

In dealing with the aspects of the tanker situation, consideration 
should also be given to United States imports and exports of petroleum 
products and the amount carried by United States flag tankers. Since 
1946, based upon research reports of the National Federation of - 
American Shipping, we have been exporting between 400,000 and 
800,000 tons per month of petroleum products. During the period 
1946 to 1950, approximately 33 percent of this trade was carried in 
United States flag tankers. In 1952, the percentage had declined to 
19 percent. While this average increased in the first part of 1953, it 
was still well under the average of the 1946-50 period. Imports of 
petroleum products have increased each year since the war to a point 
where we are now importing more than five times as much as we are 
exporting. Utilization of United States flag tankers in import trade 
has declined from an average of about 75 percent during the 3 years 
following the war to a 1952 figure of only 40 percent. This is even 
less than the prewar, 1938, average of 53 percent. As our fleet in 
both size and modernization continues to fall back in its position rela- 
tive to the foreign tanker fleets, we can expect a further reduction in 
United States participation in world petroleum lift. 
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I think it is important to go into this picture a little. This is the 
were tanker tonnage by age grouping. And this is as of January 
1, 1952. This is the foreign flag, up here [indicating]. These tankers 
amounted to 14 million gross tons, and of prewar construction there 
were 33 percent. War built, 31 percent. And postwar, 36 percent. 
That was as of January 1, 1952, worldwide. 

But privately owned United States tanker tonnage on January 1, 
1952, totaled 4 million gross tons and the war bu'lt was 83 percent, the 
prewar 12 percent, and the postwar only 5 percent. ‘This, then, com- 
pares the United States tanker tonnage with the world tonnage. 

Now, then, let’s bring it up to date 34 projecting the ships on order 
or under construction as of January 1, 1952, and no adjustments have 
been made for scrapping and replacements. Notice that, worldwide, our 
tanker tonnage has increased to almost 22 million gross tons. Over 
here, it was 14 million. The prewar is 21 percent, the war built is 20 
percent, and the postwar is 59 percent. I ask you to compare this, 
gentlemen, with this situation ia January 1952, where the prewar built 

_ was 33 percent and now it is only 21 percent, the war built was 31 per- 
cent and is now down to 20 percent, and the postwar was 36 percent and 
is now up to 59 percent. This is the worldwide situation. 

Now, let us take the United States situation as of January 1, 1952, 
and projecting the ships on order or under construction. Notice that 
the prewar is 11 percent, the war built 77 percent, and the postwar is 
12 percent. And I think you should compare that with this [indicat- 
ing]: The prewar is 11 percent whereas on January | it was 12 percent; 
the war built is now 77 percent, which is a very small reduction from the 
figure of 83 percent, and the postwar tankers have increased from 5 
to 12 percent. Now, if you will compare the American position with 
the worldwide position, you will see reflected the relative obsoles- 
cence of the United States tanker fleet. 

Mr. Vinson. Mr. Chairman, may I ask the admiral two questions 
at this point? 

Mr. SHarer. Mr. Vinson. 

Mr. Vinson. Now, Admiral, you stated that the tanker fleet from 
foreign nations was being built up—that is correct, isn’t it? 

Admiral Denresrink. That is correct. 

Mr. Vinson. Now, in what manner is it being built up? By Gov- 
ernment subsidy or under private investment or by Government 
charter similar to this? How is that tanker fleet being built up by 
foreign flags, foreign countries? 

Admiral Denrsrink. It is my understanding that the foreign ship- 
yards are 100-percent occupied in such countries as England, Germany, 
Japan, Norway, Sweden, Denmark, and other maritime nations, and 
that tankers form a substantial part of their construction program. 

I am without specific and accurate information, to which you are 
entitled, as to who is putting up the money. 

Mr. Vinson. That is right. 

Admiral Denesrink. For those tankers. 

Mr. Vinson. That is right. 

Now, you can’t advise the committee as to whether or not any of 
those governments guarantee a backlog like this charter program 
would be set out as set in this bill? 

Admiral Denesrink. Well, I could not inform you of my knowledge 
at the moment, as to that. 
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Mr. Vinson. Now, the other question, Mr. Chairman, In view of 
the fact that the import of petroleum now is five times greater than 
the export back a few years ago, why doesn’t that produce a lucrative 
field for private capital to go in to build tankers to carry on that 
business? Now, from the picture you have stated here, with the im- 
ports being five times more than the exports—that would be a tre- 
mendous amount of business that is being imported into this country. 

Why isn’t it an inducement for private capital to risk its own 
money without any backlog guaranteed to it by the Government? 

Admiral Denresrink. I again would have—TI don’t want to confuse 
you by giving you misinformation or faulty information and I am not 
in the position to know why the private capital—— 

Mr. Vinson. You have plenty of money in this country. 

And the shipyards are not very busy. Why couldn't private 
capital, with this picture that you presented here of a great field in 
which to carry on the importing of petroleum—— 

Admiral Deneprink. Yes. 

Mr. Vinson. I am somewhat surprised that the industry hasn’t 
taken advantage of the opportunity here to get some of that business, 
on its own initiative, without any charter and a guaranty to amortize 
the vessel in a short period of years. 

All right. 

Secretary THomas. Mr. Chairman, may I answer that? 

Mr. Vinson. Yes. 

Secretary THomas. I think it is because your operating costs of 
your foreign flags are so much Jess than your operating costs of your 
American flag. That is the reason. It doesn’t attract that capital 
because they can’t compete with the lower cost. 

Mr. Duruam. They were war built. 

Secretary THomas. That is right. 

Mr. Vinson. That would be true, then, as long as they are operating 
under the American flag. 

Secretary THomas. Well, of course, in this contract, we are paying 
their operating costs, which are higher operating costs. 

Mr. Vinson. That is right. 

Secretary THoomas. They would be much higher than if you char- 
tered it from a foreign flag. 

Mr. CuNNINGHAM (presiding). Proceed, Admiral. 

Admiral Dunesrink. I would now like to turn to Chart No. 4. 
This chart illustrates by country of registry the tanker fleets of the 
major maritime nations on September 1, 1939, that is, before World 
War II, and January 1, 1953, plus those building or on order as of 
that date. Based on current construction and that on order, the 
United States Fleet will have declined to the second largest in the 
world, following the British Empire. Owners of the United States 
flag privately owned tanker fleet, representing approximately 22 
percent of all tonnage of this type in existence, have on order for 
United States registry only about 5 percent of the world’s tanker 
construction. This rate of new construction for foreign registry poses 
a serious problem for American-flag operators in foreign trade for it 
means that new, modern, fast, and efficient foreign-flag ships will 
offer still greater competition in a market in which American operators, 
with few exceptions, have generally been at a disadvantage. 

Mr. Cunntncuam. Might I interrupt there, Admiral? 

Admiral Deneprink. Yes, sir. 
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Mr. Cunnincuam. This is a 10-year program and the way airpower 
is increasing, is it not possible before the end of 10 years most of the 
gasoline and fuel will be carried by air rather than by oceangoing 
vessels? 

Admiral Denesrink. No, sir. 1 do think I can give you an au- 
thoritative answer on that. And I want to say that one of the great 
deficiencies of aviation is that it can’t support itself by air in pro- 
tracted theaters of operation. And I will tell you I wish they could. 

Mr. CunninGHAM. That is a complete answer. Go ahead. 

Admiral Denresrink. It is impossible for an airplane to move its 
logistics out into the operating area and support itself. It is just not 
in the nature of the beast. 

Mr. Vinson. And perform its mission. 

Admiral Denesrink. That is right. 

Mr. Vinson. That is right. I thoroughly agree with you, Admiral. 

Mr. CunnineHam. Thank you, Admiral. Go ahead. 

Admiral Denesrink. I would like to move into this a little 
further. Here is the United States tanker fleet in 1939 and here it is 
in 1953. Notice the British Empire, which was about on the same 
size as the United States, has now increased up to this. Norway 
was below, but Norway is increasing. Notice the increase in Panama. 
And then we have France, Sweden, and Italy. 

The light green shows the amount of tankers under construction. 
We have that amount. Here is the British Empire. And we now 
have Norway coming up and vieing with the United States for second 
place. 

Mr. Duruam. Who operates the British? 

Admiral DENEBRINK. Sir? 

Mr. Durnam. Who operates the British? Is it operated by the 
services or is it operated by—— 

Mr. Vinson. The Crown. 

Admiral Denesrink. Well, I am talking about all of the tankers. 

Mr. Duruam. I am talking about what kind of personnel operates 
the British. 

Admiral Denesrink. | would say the British tankers, by and large, 
are operated by merchant seamen. 

Mr. Durnam. Merchant seamen? 

Admiral DeNrEBRINK. Yes, sir. I have given you a gloomy picture 
of the future of the United States-flag tanker fleet. Let us look for a 
moment at its capability in terms of national defense today. The 
United States has an initial requirement for tankers in the event of 
war in the amount of approximately 10 million deadweight tons. 
And that goes out to here. So there is a deficit of the tankers now on 
hand and now under construction as indicated in this white part of the 
chart. 

Mr. Vinson. Now wait. At that point, may I ask on that point, 
Mr. Chairman? 

Mr. Cunnincuam. Yes. 

Mr. Vinson. Point on your chart where the 10 million deadweight 
would go. 

Admiral Denresrink. The 10 million deadweight, Mr. Vinson, 
would move out to here. That is the mobilization requirements 
at the outbreak of a war. 

Mr. Vinson. Hom many additional tankers would that require 
now? Is that in your statement? 
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Admiral Denesrink. That is in the next sentence, sir. 

Mr. Vinson. All right. 

Admiral Denesrink. The United States-flag tanker fleet, private 
and Government owned, built and building, falls short of meeting 
this requirement by more than a million and a quarter deadweight 
tons. This deficiency is indicated by the blocked area on the chart. 
It is pointed out that this deficiency applies to the initial wartime 
requirements. As may be expected, the estimated rate of consump- 
tion of petroleum products rises sharply and climbs steadily for an 
extended period of time following the initial deployment of forces 
and supplies. Thus it is apparent that there is an additional need for 
a tanker reserve to fill the gap between the start of a war and the time 
that a full-mobilization shipbuilding program will be in full swing. 
As of December 31, 1953, there was in the National Defense Reserve 
Fleet a total of 12 tankers. Now that is the fleet maintained by the 
Maritime Administration. Eight of these are minor types, 2 are 
Liberty ships converted to distilling ships and the remaining 2 ships, 
built early in the war, are badly damaged and are not acpable of 
speeds in excess of 12 knots. For all practical purposes, there is no 
tanker reserve. The program proposed by the Military Sea Trans- 
portation Service will, if implemented, provide a partial means to 
meet this need. 

Although we can expect a certain amount of tonnage will be made 
available from friendly nations in time of war, the present trend in 
the relative position of our fleet with respect to foreign fleets, in terms 
of both age and tonnage, will place us in a position of growing depend- 
ence upon other countries to maintain the lifeline of our national 
security. 

This quantitative deficiency is only one aspect of the overall 
problem. Most of the tankers presently in the United States-flag 
fleet have a sustained speed of only 14% knots or less. While the great 
strides we have taken in antisubmarine warfare are encouraging, there 
is no substitute for speed insofar as decreasing the vulnerability of 
merchant shipping is concerned. There is an urgent need for new, 
large, and fast tankers owned and operated by private United States 
citizens under the United States flag, to be immediately available in 
support of our national defense in the event of war. 

At the present time the Military Sea Transportation Service is 
operating 53 World War Il-built T-2-type Government-owned 
tankers, the majority of which have reached more than half their life 
expectancy. The deficiencies in the operating characteristics of these 
ships have already been pointed out. In seeking a solution to the 

roblem of replacing these ships, the Military Sea Transportation 

ervice has, in the wake of detailed studies, proposed a program for the 

gp Ree charter of 20 tankers of the following general characteristics: 
eadweight tonnage: 25,000 tons. 

Speed: Not less than 18 knots sustained sea speed, fully loaded. 

Length: Approximately 600 feet. 

Beam: Not in excess of 84 feet. 

Draft: Not more than 32 feet fully loaded. 

The program further provides that the ships will be constructed in 
private United States shipyards, and will be owned and operated by 
private United States citizens. The period of charter is to Se 10 years 
following their completion and delivery. 
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The ships obtained through this program will represent replacement 
for approximately 37 of the present MSTS-operated Government- 
owned T-—2-type tankers. 

A comparison of the cost to the Government of this program and 
the cost of operation and maintenance of the T—2 tankers replaced 
indicates that the program can be carried out with no increase in the 
Military Sea Transportation Service expenditures. The larger tanker, 
carrying almost twice the cargo in the same time, can operate with a 
crew approximately the same size as that required for the operation of 
a T-2 tanker, and will consume only about one-third more fuel than 
the T-2. As a result of its ability to deliver more cargo per call, port 
expenses will be reduced proportionately. Due to these savings it is 
anticipated that offers for charter of the proposed tankers will com- 
pare favorably with rates applicable to available T-2 tonnage provid- 
ing the charter period is of sufficient duration to insure a reasonable 
rate of return to the private operator. 

I would like to interpolate in amplification of that. As our study 
progressed to determine the relative cost of operating the T—2 tankers 
as compared to the proposed new tankers, we were asked the question 
what is the dollar sign, what will it cost the Government to operate 
these 20 tankers as compared to the present operation of the T-2 
tankers? 

Mr. Vinson. Now is that on the same size? Are you making your 
calculation on the same size? 

Admiral Deneprink. This is comparing the operation of 37 T-2 
tankers for a period of 10 years with the operation of 20 tankers of 
the new size. And it was determined that if we could obtain a charter- 
hire rate of $4.50 per deadweight ton per month in hiring our new 
tankers, there would be a standoff in the operation of the 2 types of 
ships. That is an important thing for you to consider. 

Mr. Vinson. That is right. 

Then, Mr. Chairman, may I ask a question? 

Mr. SHarer. Yes. 

Mr. Vinson. It is written in the bill the tonnage cost of $5, I think, 
is it not? 

Admiral Denesrink. $5. 

Mr. Vinson. $5. Then, as it stands today, we own the 37 tankers, 
T-2 tankers? 

Admiral Denesrink. Yes. 

Mr. Vinson. All right. 

Now you say the operation cost would stand off? 

Admiral Denesrink. That is correct. 

Mr. Vinson. But at the end of the 10 years under the charter plan 
we would have nothing. We would pay it all out in rent. 

Admiral Denesrink. We would have 

Mr. Vinson. We wouldn’t even have any hulls to salvage. 

Admiral DeNEBRINK. We would have 37 T-2 tankers in reserve, in 
the reserve fleet, in condition to be operated. We would have our 
United States-flag tanker fleet augmented by 20 modern high-speed 
supertankers and these tankers would have been giving service to the 
MSTS for a 10-year period, during which time 66% percent might be 
written off by the operator. 

I would like to make one important point which I think is confus- 
ing many of you. The limit of the $5 per deadweight ton which was 
inserted in the original bill was put in there as a ceiling. If we are 
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going out for competitive bids from many operators to hire these 
tankers, we will not—at least whoever gets the low award, if this 
legislation is passed, will not—derive a profit between the costs of his 
bid and the $5 ceiling. 

That ceiling was put in by the Senate in its wisdom to try and 
establish something beyond which the Secretary of the Navy could 
not go in awarding the charter. 

Mr. Vinson. Mr. Chairman, may I ask a question? 

Mr. SHarer. Yes. 

Mr. Vinson. Of course, he could go up to the $5, when you say 
$4.50 will be what you would figure that it would even off the opera- 
tion of the 37 against the 20. Then why wouldn’t it be the proper 
thing for the Congress to do to write in $4.50 instead of $5? 

Admiral Denesrink. The 

Mr. Vinson. We have to get right down to business. Because 
you haven’t—well, go ahead. 

Admiral Denesrink. The procedure is to go into the industry and 
ask them to give us competitive bids. 

Mr. Vinson. All right. Now suppose we put a limitation of $4.50 
instead of $5 per deadweight ton in there, industry, then, from your 
statement, would still—because you are basing your statement on 
that the operation cost of the 37 against the 20 is practically offset. 

It would still insure a reasonable rate of return to the private oper- 
ator. 

Admiral Denesrink. That is not exactly correct, Mr. Vinson. I 
stated that the $4.50 per deadweight ton would balance off the cost 
of the 20 new tankers. 

Mr. Vinson. That is right. 

Admiral Denesrink. Against the continued operation of the 37 
existing tankers. As I will show you in a minute, the cost of operation 
of these vessels we estimate to be more nearly in the neighborhood of 
$4.68 per deadweight ton, which does reflect a slightly increased opera- 
tion if we go to the private operation situation as compared to the 
use of Government-appropriated funds. 

And I have a chart in that connection. 

Secretary THomas. Mr. Chairman 

Mr. Suarer. Pardon me, Mr. Kelleher would like to ask a question. 

Mr. Keuiener. I have just one question, Mr. Chairman. That 
$5 rate, Admiral, is exclusive of escalation, isn’t it? 

Admiral Denrsrink. That $5 rate is not intended to be a ceiling 
on any escalation of operating expenses, such as wages, subsistence, 
insurance, and supplies. And the $5 rate would pertain only to the 
situation as it existed at the time of the award of the charter contract. 

Mr. It isa little bit—not intentional, I am sure, but it 
is a little bit misleading to take the $5 figure as a ceiling when actually 
the next day or a month later or 6 months later that $5 could become 
substantially more than that. 

Admiral Denesrink. But, on the other hand, in a competitive 
market for these charters, if our estimates and analysis are correct, 
the successful bidder would come in with a figure ma‘erially under the 
ceiling which was imposed by the Senate as a protection to the interests 
of the country. 

Mr. Vinson. Mr. Chairman, in that connection. Well, if you 
believe that, Admiral, why not put that figure in the bill? 

Secretary. Toomas. Mr. Chairman, may I speak to that? 
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Mr. Suarer. Mr. Secretary. 

Secretary THomas. Well, we have put a limit on there of $5 per 
deadweight ton. Now what we would do—we would negotiate these 
contracts just the same as we would negotiate most of the contracts 
which we are doing now. 

Mr. Vinson. That is right. 

Secretary THomas. We would take the operator's bid, we would 
estimate very carefully his costs, his overal! costs, and what profit 
he was going to make out of it, and if we didn’t negotiate that on a 
satisfactory basis, we wouldn't let the contract. Now it might be 
substantially less than the $5, it might not be, but in any event, it 
couldn’t be over $5. But it would be based on a thorough negotiation 
of that contract. 

Now, what you actually get down to is that in negotiating those 
contracts you are going to allow him his cost and a certain depreciation 
which, if the Government built those 20 ships, you would have to 
depreciate the 66% percent yourself, and at the end of the 10 years 
you would only have—you would have so much of your money left. 

The contractor would have so much of his money left in those ships 
at the end of the 10 years. So that is a breakoff. Even if the 
Government builds the ships, they have to depreciate it. Their 
money has gone at the end of the 10 vears. But we negotiate those 
contracts very carefully and we would be sure that that contractor 
made only a very reasonable, nominal profit. 

Now, I would say for the Navy and for the Government we would 
just as soon have the money appropriated and go out and build the 
20 ships ourselves. 

Mr. Vinson. Mr. Chairman. Then why didn’t you ask that, Mr. 
Secretary? 

Secretary THomas. Because I think this is a better way to do it. 
What we need vitally are the 20 ships. 

Mr. Vinson. That is right. As far as I am concerned, there is no 
doubt, that is the only method to obtain it. 

Mr. Chairman, may I ask this question. You have come here with 
a new line of approach. You have come here with a new way to do 
business. When Government needs a building, it goes out and builds 
the building and when it needs tanks it builds the tanks, and when it 
needs tankers, in the past, it built the tankers. We have 53 we built 
now that are being operated. You come in here with some kind of a 
proposition, Mr. Secretary, to build these 20, and one of the reasons 
why you are doing it this way is because you didn’t want to go down 
to the Budget and ask for $150 million and get a clearance from the 
Budget. We are just fooling ourselves. 

We have to pay for it anyhow sooner or later. 

Secretary THomas. Well, Mr. Vinson, I would like to say that 
that is not the case as far as I am concerned. 

Mr. Vinson. Well, I though you said that. 

Secretary THomas. No. I think that when you get into commer- 
cial type—this is a commercial type of vessel. This is not a warship 
as such. 

Mr. Vinson. That is right, I understand. 

Secretary THomas. When you get into commercial types, industrial 
type of products like that, I think it is perfectly sound to negotiate 
with industry, let them put up their own capital, let them have the 
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responsibility of management and pay them a reasonable profit for it, 
assuming that it is a reasonable profit. I think that is perfectly sound. 
I think you are going to see more of that as we go along with these 
large military programs. 

Mr. Vinson. Mr. Chairman, may I ask one more question of the 
Secretary. This ran through my mind. You being from the west 
coast caused this thought to run through my mind. What thought 
have you with reference that a certain number of these ships be built 
on the west coast 2s well as on the east coast? You know, we have 
to maintain our west coast yards just as well as we have to maintain 
our east coast yards. I only happened to see here this morning the 
big industrial heads from the east yards. I don’t want the boys in 
the west yards to be forgotten. 

Admiral Deneprink. May I answer that, Mr. Vinson? The Navy 
would only go out for the charter contract for the 20 ships. 

Mr. Vinson. That is right. 

Admiral Denesrink. We would then evaluate—and let us pursue 
this point to the point we would award this charter contract to one 
or more individuals or corporations. Where they built the ships would 
be a matter for them in their jurisdiction. They would come in to 
us. They would furnish us information as to what the ships were 
going to cost, what the interest rate was on their investment. Every 
detailed facet of their financial operation would be gone into. But 
where they built the ships would be a matter for the man who had 
the charter contract and would not be a matter for the Navy. 

Mr. Price. Mr. Chairman, may I ask a question? 

Mr. SHarer. Mr. Price. 

Mr. Price. You say it would not be a matter for the Navy. Yet 
in this whole program you have justified it in part on the necessity of 
building up or keeping intact our shipbuilding enterprise. 

Admiral Denesrink. Yes. 

Mr. Price. Then why wouldn’t it be a matter for the Navy to 
suggest that part of it go on the different coasts, in different yards? 

Admiral DENEBRINK. Because when we enter into a contract for 
the chartering of these ships, the successful bidder would have to go 
out with the shipbuilding industry and make certain arrangements 
for the construction of those ships to meet his problem. 

Mr. Price. That is right. But you have already taken two differ- 
ent positions. You have taken the position that one of the reasons 
that you support this program is the fact that you want to build up 
the tanker operation, which we all want, too. 

And one of the reasons you are doing it is because you want to keep 
this activity in our shipyards. In other words, you are doing it to 
keep intact a vital shipbuilding industry that we may need in the 
event of a national emergency. So you have that in mind. 
think that you could well address yourself to the point raised by Mr. 
Vinson, of seeing that the various shipyards participate in such a 
program, so you would be really doing a good job of holding the 
shipbuilding industry in a bhealiiey condition in the event of an 
emergency. 

Secretary THomas. Mr. Chairman, may I speak to that? 

Mr. SHarer. Mr. Secretary. 

Secretary Tuomas. I think if we are going to go out for these 20: 
ships, or contract for them, they are going to be built in private ship- 
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yards. So you are going to have 20 ships, large ships built in private 
shipyards. 

Now we are going to approach these contracts on the basis of the 
low bidder. We are going to take the low bids if they are responsible 
people. You then can’t tell them where they are going to build those 
ships. Then you have lost all your leverage of low bids. 

Mr. Price. Well, that is correct, and that is some of the problems 
you get into. Except Mr. Vinson raised a very important point. If 
we are doing it to keep the shipbuilding industry healthy, we have 
to at least make some suggestions that they do certain things in order 
to maintain it. And you have already gotten away from the point 
that you are doing it on the basis of economy because you have testi- 
fied previously that this costs the Navy more to operate this way than 
it would if the Navy operated these ships themselves. So you are 
not doing it strictly on the basis of economy. 

Secretary THomas. Well, I haven’t quite admitted that yet because 
under private operation you sometimes get lower costs than you do in 
your Government costs. I am not sure that you will have a higher 
cost out of these, even paying these people some profit. But we in 
our military program, our naval shipbuilding program, are going to 
try to spot and allocate so we do maintain the skills and maintain 
the shipyards. 

Mr. Vinson. Well, Mr. Chairman, may I ask a question? Of 
course, in your Navy program you still have to adhere to the law 
and try to divide this business out 50-50. Now I understood the 
admiral to say that the thought would be that they would take this 
charter matter up with | or 2 particular concerns and see if they would 
enter into a charter contract with the Government, or with the Navy, 
and then the charter people would build wherever they wanted. 

Is that the way it is done? 

Admiral Denesrink. That is correct, and I would see difficult 

ractical problems of the Navy trying to seek the lowest competitive 
bid in the national interest for the charter contract and then try and 
dictate to these people where the ship was to be built. You might be 
interested in knowing that, in pursuing the implementation of this 
legislation, we would go out with invitations to bid. The offers, when 
they come into the Navy Department by anyone who wanted to 
charter these ships to MSTS, would include a signed contract from a 
shipbuilder. 

Mr. Vinson. That is right. 

Admiral Denesrinx. And would include all of the financial infor- 
mation with regard to the cost of borrowing the money, would include 
the insurance costs. We would merely supervise that in the Navy’s 
interest and in the country’s interest, but we could not dictate where 
these ships were to be built. 

Mr. Duruam. Do you know of any, Admiral, agency of the Govern- 
ment today that is making a contract with private enterprise for a 
10-year period over the life of an existing operating facility that is 
going to make money? If there is, I don’t know about it. I never 

eard of it. 

Admiral DeNresrinx. We have this charter for these 4 ships over 
a 5-year period. And when this problem was pursued, it was felt 
with great justification that a 10-year charter would be financially 
better for the Government than a 5-year charter. 
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Mr. Duruam. Well 

Admiral Dengeprink. Hence, the reason was established 

Mr. Durnam. Do you know of any operation today, I say, in the 
Government, in the Federal Government, that is over a 10-year period 
for the life expectancy of the facility that we are contracting for on 
a basis like you outlined here? I don’t know. 

Mr. Bennerr. I think I can give you one illustration of a similar 
situation, at least, and that is the bill we passed in the House and is 
now in the process of being passed in the Senate, I believe, if it hadn’t 
already passed there, which provides for lend-lease arrangement, 
under which post-office buildings and large Federal buildings would 
be financed by private industry and be built and rented by the 
Government on a 25-year basis, and at the end of the time the title 
will revert to the Federal Government. 

It is similar, not identical. 

Mr. Vinson. Yes, but that title reverts to the Federal Government 
there. We are paving for it. 

Mr. Durnam. That is right. 

Mr. Vinson. Here we never do get title. 

Mr. Bennett. | certainly don’t think it is identical. But I think 
it is rather similar. 

Mr. Durnam. I think we are adopting an entirely new policy here. 

Mr. Vinson. Of course we are. 

Mr. Duruam. Which concerns me somewhat, Mr. Secretary. | 
am a private-enterprise individual, don’t forget it, but I was in it 
for 30 years before I came here. I think from what you said a few 
minutes ago, it is a little bit different attitude of private enterprise 
being responsible to stockholders and being responsible to the Govern- 
ment. I found that around here to be quite evident. That gets into 
the picture. They have a guaranty here. Private enterprise, when 
it goes out, takes a chance on making money. We all do that in the 
field of operations. But here is a guaranteed thing to private enter- 
prise which is a little bit different from anything we have ever done. 

Secretary Tuomas. May I answer that, Mr. Chairman? 

Mr. Suarer. Now 

Secretary THomas. I think you are going to see 

Mr. Duruam. Mr. Chairman, excuse me. 

Mr. Suarer. I would like to make a statement. It is certain that 
we are not going to be able to complete this hearing this morning. 
and due to commitments of most of the members for Memorial Day 
addresses, and so forth—several are leaving town today for over the 
Memorial Day holiday. I would like to suggest that we recess now 
until 10 o’clock in the morning of June 2; Wednesday, June 2. 

Mr. Vinson. I second the motion. 

Mr. Duruam. I have a primary Saturday, Mr. Chairman, which I 
have to attend. 

Mr. Price. Mr. Chairman, this has nothing to do with this hearing 
and probably can be off the record. 

(Statement off the record.) 

Mr. SHarer. Mrs. Rogers of Massachusetts has spoken to me about 
this bill and she says that she is strongly in favor df these tankers 
being built. 

Mr. Vinson. Mr. Chairman, I move we recess until June 2. 

Secretary THomas. Mr. Chairman, could I make just one quick 
closing statement? 
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Mr. Suarer. All right. 

Secretary THomas. I would like to reiterate that I think this 
tanker program is the most vital thing we have in the Defense 
Department. 

Mr. Vinson. We will agree with that, Mr. Secretary. The only 
question is which way to do it. 

Secretary THomas. Yes. Last year we tried to get a tanker pro- 
gram and we didn’t get it. This year we have tried. If we don’t get 
this, which we are prepared to say we think is a sound program— 
and I think, Mr. Durham, you are going to find that the Government 
is going to go in contracting like this and I think it is new, but I 
think you will find that it is generally adopted; it is a generally sound 
program, and I think you are going to go into that. If we don’t, we 
won't pet a tanker bill this year, and time is running out, on the most 
critical thing that we have. 

Mr. Vinson. Mr. Secretary, I think if you could have gone to the 
Budget and made a case out for the Budget to authorize the expendi- 
ture of $150 million, why, you would probably be on the road building 
your tankers now. 

Mr. Duruam. I agree with you. 

Mr. Suarer. | dislike very much to delay this and to recess at 
this time. I have an appointment, a very important appointment 
right now. 

We will have to close up now until the 2d of June. 

Mr. Yes, sir. 

Mr. SHarer. Mr. Kelleher, please insert at this point in the record 
this letter from Mr. Francis q. Greene, executive vice president of 
the American Merchant Marine Institute, Ine. 

(The letter is as follows:) 


AMERICAN Mercuant Marine Institute, INe., 
Washington, D. C., March 23, 1954. 
Subject: H. R. 7330, a bill to authorize the long-term time charter of tankers by 
the Secretary of the Navy, and for other purposes. 
Hon. Dewey SxHort, 
Chairman, Committee on Armed Services, 
United States House of Representatives, Washington, D. C. 

My Dear Mr. SHort: The American Merchant Marine Institute, Ine., eom- 
posed of the owners of a substantial majority of American-flag shipping of all 
categories, supports H. R. 7330, which would authorize the Seeretary of the 
Navy to enter into long-term charters of not to exceed 20 tankers which are to 
be built, such charters to run for periods of not more than 10 years commencing 
with the tender of the completed tanker for service by the Navy. We believe 
that to the extent the Navy may have need for ships which are predominantly 
commercial in character, they should come from private industry. The pro- 
posed legislation would make it clear that the Secretary of the Navy may thus 
utilize the capital investment and the facilities available in private industry. 

We further support the requirement of the bill that the tankers, in order to be 
eligible for such long-term charters, must be “constructed in United States ship- 
yards for operation under United States registry.’’ We point out, however, 
that this limitation leaves open the possibility—and it is a real possibility— 
that such tankers may be fabricated in United States yards using major com- 
ponents, propulsion machinery, or other materials available from American 
industry but purchased abroad. In order to prevent such an eventuality, which 
is clearly not contemplated by the legislation, the American Merchant Marine 
Institute urges that the last sentence of the bill (lines 2-5 of p. 2) be amended 
to read as follows, the new wording which we suggest being shown by eapital 
letters: 

“The tankers shall be of approximately 25,000 deadweight tons each with 
speeds of not less than 18 knots and shall be constructed in United States ship- 
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ards SO FAR AS PRACTICABLE OF MATERIALS AND EQUIPMENT 
RODUCED OR MANUFACTURED IN THE UNITED STATES for 
operation under United States registry.” 

We sincerely hope that you will think well of our suggestion, and respectfully 
ask that this letter be incorporated in the record of your consideration of H. R. 
7330. 

Sincerely yours, 

Francis T. GREENE, 
Executive Vice President. 


(Whereupon, at 12:03 p. m., Thursday, May 27, 1954, the sub- 
committee was adjourned to Wednesday, June 2, 1954.) 


House or REPRESENTATIVES 
SuscoMMITTEE No. 1 OF THE 
ComMITTEE ON ARMED SERVICES, 
Washington, D. C., Wednesday, June 2, 1954. 

The subcommittee met at 10 a. m., the Honorable Paul W. Shafer, 
chairman of the subcommittee, presiding. 

Mr. Suarer. The committee will come to order. 

Prior to continuing the hearing on S. 3458, to authorize the long- 
term charter for tankers by the Secretary of the Navy, I would like 
to take up two other bills which should not take very long. 

(Whereupon the subcommittee proceeded to further business, at 
the conclusion of which, proceedings were had as follows:) 

Mr. Suarer. Now that we have completed these two bills, we will 
continue with Admiral Denebrink’s testimony. He had not com- 

leted his statement when we recessed last Thursday. When the 
Navy has completed ifs testimony, there are several nongovernmental 
witnesses who wish to be heard. Among these are Mr. Strohmeier, 
of the Bethlehem Steel Co.; Mr. Coles, of the Tramp Ship Owners 
Association; Mr. Gordon Duke, a tanker owner; a representative of 
CIO; and Mr. O’Connell, of the Chamber of Commerce of Quiney, 
ass. 

Admiral Denebrink. 

Admiral Denesrink. Mr. Chairman, my recollection is that my 
testimony, the reading of my statement, terminated at the last 
session on page 5 of my statement, and I will, with your permission, 
pick up there. 

I have given you a gloomy picture of the future of the United States- 
flag tanker fleet. Let us look for a moment at its capability in terms 
of national defense today. The United States has an initial require- 
ment for tankers in the event of war in the amount of approximately 
10 million deadweight tons. The United States-flag tanker fleet, 
private and Government-owned, built and building, falls short of 
meeting this requirement by more than a million and a quarter 
deadweight tons This deficiency is indicated by the blocked area on 
the chart I showed you last week. It is pointed out that this defi- 
ciency applies to the initial wartime requirements. As may be 
expected, the estimated rate of consumption of petroleum products 
rises sharply and climbs steadily for an extended period of time fol- 
lowing the initial deployment of forces and supplies. Thus it is 
apparent that there is an additional need for a tanker reserve to fill 
the gap between the start of a war and the time that a full mobiliza- 
tion shipbuilding program will be in full swing. As of December 31, 
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1953, there was in the national defense reserve fleet a total of 12 
tankers: 8 of these are minor types, 2 are Liberty ships converted to 
distilling ships and the remaining 2 ships, built early in the war, are 
badly damaged and are not capable of speeds in¥excess of 12 knots. 
For all practical purposes, there is no tanker reserve. The program 
proposed by the Military Sea Transportation Service will, if imple- 
mented, provide a partial means to meet this need. 

Although we can expect a certain amount of tonnage will be made 
available from friendly nations in time of war, the present trend in 
the relative position of our fleet with respect to foreign fleets, in terms 
of both age and tonnage, will place us in a position fof growing 
dependence upon other countries to maintain the lifeline of our 
national security. 

This quantitative deficiency is only one aspect of the overall prob- 
lem. Most of the tankers presently in the United States-flag fleet 
have a sustained speed of only 14% knots or less. While the great 
strides we have taken in antisubmarine warfare are encouraging, 
there is no substitute for speed insofar as decreasing the vulnerability 
of merchant shipping is concerned. There is an urgent need for new, 
large, and fast tankers owned and operated by private United States 
citizens under the United States flag, to be immediately available in 
support of our national defense in the event of war. ne" 

At the present time the Military Sea Transportation Service is 
operating 53 World War II-built T—2-type Government-owned tank- 
ers, the majority of which have reached more than half their life 
expectancy. The deficiencies in the operating characteristics of these 
ships have already been pointed out. In seeking a solution to the 
problem of replacing these ships, the Military Sea Transportation 
Service has, in the wake of detailed studies, proposed a program for 
the long-term charter of 20 tankers of the following general char- 
acteristics: 

Deadweight tonnage: 25,000 tons. 

Speed: Not less than 18 knots sustained sea speed, fully loaded. 

Length: Approximately 600 feet. 

Beam: Not in excess of 84 feet. 

Draft: Not more than 32 feet fully loaded. 

The program further provides that the ships will be constructed 
in private United States shipyards, and will be owned and operated 
by private United States citizens. The period of charter is to be 10 
years following their completion and delivery. 

This ships obtained through this program will represent replacement 
for approximately 37 of the present MSTS-operated Government- 
owned T-2-type tankers. 

A comparison of the cost to the Government of this program and 
the cost of operation and maintenance of the T-2 tankers replaced 
indicates that the program can be carried out with no increase in the 
Military Sea Transportation Service expenditures. The larger 
tanker, carrying almost twice the cargo in the same time, can operate 
with a crew approximately the same size as that required for the 
operation of a T-2 tanker, and will consume only about one-third 
more fuel than the T—2. As a result of its ability to deliver more 
cargo per call, port expenses will be reduced proportionately. Due 
to these savings it is anticipated that offers for charter of the pro- 
posed tankers will compare favorably with rates applicable to available 
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T-2 tonnage providing the charter period is of sufficient duration to 
insure a reasonable rate of return to the private operator. 

The determination of numbers required is based upon past experi- 
ence in military petroleum lift requirements. In developing the 
factors used in this determination, full consideration has been given 
to the increase in requirements resulting from military operations in 
Korea. Analysis of pre-Korea and anticipated post-Korea require- 
ments assures full utilization of these ships during the term of their 
charter. 

Implementation of the proposed program will provide not only for 
the addition of large, fast tankers to the privately owned fleet, but 
will permit the establishment of a reserve of T-2-type tonnage to be 
readily available in an emergency. As the new tankers are made 
available to the Navy under the chartering arrangement being dis- 
cussed, an equivalent tonnage of T-2-type tankers now operated by 
MSTS will be inactivated and placed in a reserve fleet. While these 
Government-owned tankers cannot feasibly be continued in use over 
an extended period, they will provide a readily available and sub- 
stantial reserve capability. The existence of such a reserve is highly 
important to the military operation responsible for logistical support 
in time of emergency. 1 have previously pointed out that tl ere is 
not now and has not been for some time a tanker reserve upon which 
we can draw in an emergency. 

The program will further provide impetus to the shipbuilding in- 
dustry, which, in the construction of tankers, has declined to a prewar 
level of activity. Foreign yards, particularly those of the British 
Empire, Norway, Sweden, Denmark, Japan, the Netherlands, and 
Germany are operating at maximum capacity. These foreign yards 
are constructing larger, faster, and more efficient tankers, both for 
their own account and for other nations. Meanwhile, the oppor- 
tunity to develop ship designs and the experience necessary to maintain 
a potential capacity consistent with defense requirements is not 
afforded to American yards. 

It is considered that the proposed program will provide the oppor- 
tunity for American shipyards to develop a larger and faster com- 
mercial-type tanker of modern design and, at the same time, hold 
oer an important segment of the shipbuilding capability of the 

ation. 

A revival of shipbuilding in the United States would assist materi- 
ally in maintaining that level of steel production and employment in 
related industries so essential to the economy of the Nation and the 
national defense potential. 

You are, I am sure, by this time aware of the need for a program 
of tanker construction to meet the requirements of our national se- 
curity. The soundness of the program which we offer has been 
confirmed through its approval by the Secretary of the Navy and the 
National Security Council. 

The Secretary of the Navy has explained why legislation is needed 
to permit the program to proceed toward implementation. The 
passage of the proposed bill will extend and augment the existing 
limitations in obligational authority. We believe the private ship- 
ping industry is ready and willing now to support this program. 
Further delay will only result in an aggravation of the present inse- 
cure position of that industry. I have every reason to believe that 
the expression of confidence which this program places in the private 


4927 


industry will assure its entusiastic support, and I, therefore, strongly 
urge that you give favorable consideration and wholehearted support 
to the enactment of this legislation. 

There are two provisions in the bill as passed by the Senate upon 
which I wish to comment: 

In subsection (a) of section 2 of S. 3458 on page 2, commencing on 
line 10, appear the words— 
and shall be awarded on a competitive basis to the lowest responsible bidder who 
can and will construct the said tankers within the period of two years as specified 
in subsection (d) of section 2. 

Since this wording applies to the charter contracts as distinguished 
from the ship construction contracts, it is considered that it more 
properly belongs in section 1. It is recommended the wording be 
changed to a separate sentence and transferred to section 1, first 
page, line 10, immediately following the word ‘“construction,’’ as 
follows: 

Such charter contracts shall be awarded on a competitive basis to the lowest 
responsible bidder, who can and will construct the said tankers within the period 
of 2 years as specified in subsection (d) of section 2. 

Section 2 (b) of S. 3458 provides that the hire stipulated with 

respect to any vessel in any charter party entered into shall not 
exceed an average rate for the life of the charter party of $5 per 
deadweight ton per month and that such average rate will not result 
in the recovery of more than two-thirds of the construction cost of 
the ships. The Department of the Navy endorses this provision. 
However, it should be stated for the record that the $5 limit is exelu- 
sive of appropriate escalation, upward or downward, as usually pro- 
vided in long-term time charter contracts. If the committee desires 
that this point be clarified, such can be accomplished by changing 
the period in the last sentence to a semicolon and adding the 
following: 
Provided further, That the charter contract may contain an escalation clause 
authorizing a higher rate to the extent that costs of crew wages, subsistence, 
stores and insurance shall increase over and above these costs as of the time of 
entering into the charter contract. 

Mr. Chairman, that completes my formal statement. 

Mr. SHarer. Thank vou, Admiral. 

Before questioning, I would suggest, in fact, would like to have 
moved, that the charts contained in your testimony be included in 
the proper places in your testimony. 

ithout objection we will do that. 
(The charts are as follows:) 
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WORLD FLEET UNITED STATES BRITISH EMPIRE NORWAY 


Mr. Vinson. Mr. Chairman, may I ask the Admiral some questions? 

Mr. SuHarer. Mr. Vinson. 

Mr. Vinson. Mr. Chairman, I would state that yesterday it was 
my pleasure to have a long conference with the admiral and the 
Judge Advocate General of the Navy. As a result of that meeting 
with the admiral, I obtained information which is set out generally 


in the admiral’s statement. I think it should be inquired about 
further. 

For that reason I want to ask him a few questions as to the 
background. 

Now, Admiral, I understand that the Maritime Commission some 
years ago, I think in 1947 or 1948, owned about 55 tankers; is that 
correct? 

Admiral Denesprink. That is correct, Mr. Vinson. 

Mr. Vinson. Now, what year were they in possession of those 
tankers? 

Admiral Denresrink. My recollection is that it was about 1947 
when the United States tanker market was fully employed in handling 
petroleum products worldwide, and the Navy Department, which was 
charged with the distribution of petroleum products for all the armed 
services, found itself with an inadequate number of tankers to perform 
its obligation. 

Parenthetically, I would like to remind you that this was before the 
formation of the Military Sea Transportation Service which occurred 
in August of 1949. 

Mr. Vinson. Now, back in 1947, the Maritime Commission owned 
some 55 tankers. And it was the Navy’s responsibility to supply 
the petroleum to the services. 

As I understand it, an Executive order was issued transferring those 
55 tankers over to the Navy; is that correct? 

Admiral Denrsrinx. That is correct, sir. 
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Mr. Vinson. Now, then, the Navy began to operate those 55 
tankers. Now will you advise the committee how they operated them, 
by Navy personnel or by charter? 

Admiral Denesrisk. At the time that the custody of these tankers 
was taken over by the Navy Department, the uniform personnel 
ceilings were such that the Navy Department was reluctant to em- 
ploy uniformed personnel in the operation of those tankers. MSTS 
+f not been established. Therefore, the Navy Department entered 
into contracts with 4 private shipping companies, 2 on the Atlantic 
coast and 2 on the Pacific coast, to operate these 55 tankers for cost 
plus a per diem fee for administrative overhead. The—— 

Mr. Vinson. Now wait 1 minute. Will you give for the record 
what companies they were and what was the cost per diem operation? 

Admiral Denesrink. I will supply for the record the exact names 
of the companies. 

Mr. Vinson. All right. 

(The information is set out in the letter which follows:) 


DEPARTMENT OF THE Navy, 
MiLirary TRANSPORTATION SERVICE, 
Washington, D. C., June 11, 1954. 
Hon. Paut W. SHAFER, 
Chairman, Subcommittee No. 1, Committee on Armed Services, 
House of Representatives, Washington 25, D. C. 

My Dear Mr. CuHarrMan: During your committee hearing of June 2, 1954, 
on 8. 3458, to authorize the long-term charter of tankers by the Secretary of the 
Navy, Mr. Vinson asked me to furnish the committee with the names of the 
companies with whom the Department of the Navy entered into contracts for the 
operation of the T—2 tankers and the per diem fee paid prior to the establishment 
of the Military Sea Transportation Service. 

The Department of the Navy awarded the first contract for the operation of 
10 T-2 tankers to the Pacific-Atlantic Steamship Co., Vancouver, Wash., on 
November 21, 1947. However, only two ships were assigned to this operator, the 
contract being terminated as of December 13, 1947, by mutual agreement due to 
labor difficulties. No voyages were effected by this operator. 

Two more contracts for the operation of these tankers were awarded on Novem- 
ber 24, 1947. The first 1 for 8 tankers was awarded to the Trinidad Corp. of 
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New York City which company actually took possession of the 8 tankers. This 
contract was terminated on Friday, December 19, 1947, subsequent to a decision 
by the Trinidad Corp. to withdraw completely from participation in the contract. 
The other contract was awarded to the Union Oil Co. of California for 10 T-2 
tankers, of which only 4 were assigned to them. This contract was terminated 
in January 1948 after the insurance provisions of the proposed contract proved 
to be unacceptable to the Union Oil Co. 
The following four contracts were executed in 1948: 


| 
Number 
Effective date tankers Type Name of contractor Terminated 


12 | T-1 and Pacific Steamship | June 30, 1949 
0. 

13 and \Marine Transport Lines. ----- Do. 

17 | T-1and 2___| Pacific Tankers Co., Inc--_--- Do. 


The per diem fee paid these companies was $60 per tanker. 

On July 1, 1949, new contracts were executed with the same companies at the 
$60 per diem rate, and were in effect when MSTS assumed control on October 1, 
1949. 

If I can be of any further assistance to you please do not hesitate to call upon me. 

Sincerely yours, 


F. C. DENEBRINK, 
Vice Admiral, United States Navy, 
Commander, Military Sea Transportation Service. 

Admiral Denesrink. The per diem rate per vessel per day was $55. 

Mr. Vinson. And for the record, how much was the charter con- 
tract per deadweight ton? 

Admiral Denesrink. Well, I will have to compute that for you, 
Mr. Vinson. I do not have that readily available. 

Mr. Vinson. I was under the impression it was around about 
$3.90. 

Admiral Denesrin«. No, sir. I think you have confused that 
with another figure I gave you vesterday. 

Mr. Vinson. All right, go ahead. 

Admiral Denesrinx. To continue the answer to your question, 
the private companies which operated those 55 tankers hired civilian 
crews from the hiring halls of the maritime unions. 

So that established the method of operation of the tankers. 

Mr. Vinson. Now, how many of those tankers are you operating 
today? Forty-seven, isn’t it? 

Admiral Denesrink. We are operating 47 of those tankers today. 

Mr. Vinson. Now, when you made a contract recently with some 
company for 4 tankers, you laid up 8 tankers, and that gave you a 
net of 47 which you are operating today? 

Admiral Denresrink. That is correct. 

In 1952, a contract was entered into with the Orion Shipping Co., 
which had come to the Navy Department and offered to charter 4 
new supertankers to the Military Sea Transportation Service at a 
$3.90 per deadweight ton per month rate. 

This further included an escalation clause downward to a floor of 
$3.70. We actually have 2 of these ships in operation now and the 
other 2 are fitting out and will be in operation. 

Mr. Vinson. Now, how many of the 47 ships are being operated 
by Navy personnel today? 

Admiral Denresrink. There are none of the 47 ships being operated 
by Navy personnel today because the original contracts have been 
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continued, with 1 company having been eliminated and 1 other 
company having been substituted. 

There has been a small reduction in the per diem rate which we 
pay the companies. 

Mr. Vinson. Now, Mr. Chairman, that gives the background as 
to the 47 tankers. 

Now let’s take this bill. Now I understand you are advocating 
this bill for two reasons. One is to build up a tanker reserve; is 
that correct? 

Admiral DeNreBRINK. That is correct, sir. 

Mr. Vinson. And you stated in your statement that in the reserve 
you have only 12 tankers? 

Admiral Denesrink. That is in the national defense reserve of the 
maritime; ves, sir. 

Mr. Vinson. Now, you add your 12 tankers, plus your 47 tankers, 
and that would be the tanker strength, then? 

Admiral Denreprin«. Of the reserve fleet, yes, sir. 

Mr. Vinson. Of the reserve fleet. Now the other reason you are 
advocating this bill is due to the fact that you want to give impetus 
to the shipbuilding industry; is that correct? 

Admiral DeneBrink. That is correct, sir. 

Mr. Vinson. Now the shipbuilding industry is in precarious 
condition? 

Admiral Denesrink. I would say that the shipbuilding industry 
is in a very precarious condition. It is my recollection from the 
published records that they indicate that there are fewer than 30 
private ships under construction in the United States shipyards at 
the present time. By the conclusion of this calendar year I under- 
stood that there will be only two ships that have not been delivered 
to their new owners. 

Furthermore, with regard to the world tanker picture—— 

Mr. Vinson. That is correct. 

Admiral Denesrink. I would like to add one more statistic for 
you. Figures available to me as of April 1 of this year indicate that 
there are under construction or on order throughout the world a total 
of 451 tankers. Within the United States shipyards there are only 
10 being built for United States registry. Nine will be completed 
this year and one will be completed next year. 

Mr. Vinson. Now, Admiral, for serving the armed services now, 
are you adequately provided for with tankers? Does the 47 meet all 
your needs and requirements of the services today? 

Admiral Denesrink. No, sir; they do not. The tankers which we 
operate do not meet all of our needs. We obtain additional tankers 
by entering into voyage charter contracts with private owners and 
operators for such additional tankers, privately owned and operated, 
as we need to supplement our basic fleet in order to move our varying 
requirements. 

ver the past 18 months, my memoray tells me that we have 
—" on a voyage basis an average of about 25 private ships per 
month. 

Mr. Vinson. But that is only for a limited period of time? 

Admiral Denesrink. That is for a limited period of time. 

Mr. Vinson. Then when you base your case entirely on the reserve, 
that is not exactly accurate, then. Then you do need tankers for 
the immediate use, plus the reserve? 
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Admiral Denesprink. We do need tankers for immediate use, 
based upon our requirements at the present time. 

Mr. Vinson. Well, then, how do you reconcile that with the pro- 
gram to lay up tankers when you get these 20 tankers? 

Admiral DenesrinK. Because we are still in a period of rather 
large expenditures of petroleum products. Our forecast for the future 
use of petroleum Pronnce by the Armed Forces indicates a reduction. 


Furthermore, I would like to point out to you that if we were to 
undertake the chartering for a 10-year period of enough tankers to 
handle our present needs and then our needs were materially reduced, 
we would be confronted with paying out substantial sums of money 
and having no employment for our ships. 

Therefore, in arriving at the figure of 20 vessels which we needed, 
we took a very careful look not only at our anticipated future needs 
but also at our pre-Korean needs in the moving of petroleum products. 

And then, to be doubly sure that we were not hiring ships for a long 
period and might have to lay them up at the cost of the Government, 
we only decided that we would recommend the chartering of 20 
ships which represented about 60 percent of our anticipated needs. 

Mr. Vinson. The, Admiral, I can’t yet follow you. Because if 
this bill becomes a law, then of the 47 ships, 37 of them will be laid up? 

Admiral Denesrink. That is correct. 

Mr. Vinson. And then you will be only operating your fleet with 
24 tankers? 

Admiral Denesrink. That is correct. 

Mr. Vinson. The 4 that you have under charter plus these 20 
in here. And plus—the difference between 20 and 37, that would be 
how many? 

Mr. Seventeen. 

Admiral Denesrink. I would estimate that we would continued to 
operate—we would operate these 20 ships, we would operate the 4 
ships we have under charter from Orion, and we would continue to 
operate 10 of our present T—2-type tankers. 

Mr. Vinson. You would have 20—24 and 10, which would be 34? 

Admiral DENEBRINK. 34. 

Mr. Vinson. And 34 against what today? 47? 

Admiral Deneprink. 47 plus 4, which ts 51. 

Mr. Vinson. Then it certainly looks like you do not need in any 
way these tankers except fo build up a reserve. 

Admiral Denesrink. The whole basis of our presentation has been 
to indicate the inadequacy of the United States tanker fleet to meet 
our initial mobilization requirements, and to call attention to the 
growing obsolescence of our existing tanker fleet. 

Mr. Vinson. Then that certa'nly makes it clear to my mind, that 
as a matter of fact, you don’t need them today but you would need 
them for initial mobilization. 

Admiral Denesrink. That is the basis of our presentation. 

Mr. Vinson. That is right, exactly. 

Secretary Tuomas. Mr. Chairman, may I speak to that for a 
moment? 

Mr. SHarer. Mr. Secretary. 

Secretary THomas. And Mr. Vinson. 

I don’t think we mentioned the main need for these tankers, the 
immediate need for them, and that is the speed of them. 

Mr. Vinson. What? 
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Secretary THomas. The speed of them. 

Mr. The speed. 

Secretary Tuomas. The speed of these tankers. Our present fleet 
is an obsolete fleet as far as the speed goes. They are 14% knots. 
They would be very vulnerable. I think the No. 1 defense require- 
ment today is to have available some high-speed tankers, which we 
do not have. 

And regardless of whether this would put some of these other 
tankers in reserve or not, I think that is incidental to the question. 

Because I think our basic need is a fleet now of high-speed tankers, 
which we do not have and which we will absolutely need to fight a 
war if we had to fight one. 

Mr. Vinson. Of course, though, Mr. Chairman, and Mr. Secretary: 
we only have 12 tankers in reserve. That shows we have a very 
poor tanker reserve. We certainly should have more tankers in 
reserve because we know in case of mobilization we would have to 
use them. 

Now, under your proposal you would put 37 in reserve. That 
would give you 49 in reserve. That would be plus the 20 tankers 
that you are going to build and plus the 4 under contract. That 
would give you 73 tankers. That would be all the tankers of the 
MSTS. 

Admiral Denesrink. That is correct. 

Mr. Vinson. Now, I want to ask you—Mr. Chairman—why 
wouldn’t it be, with that condition confronting the country, the 
proper way for the Government to construct these tankers, instead 
of ehartering them out? 

Now, have you any comparative costs between Government con- 
struction and under the method set out in this bill? 

Admiral Deneprink. Mr. Vinson, we have available some com- 
parison—would you pass these to the gentlemen? 

Mr. Keuiener. Yes. 

Mr. Vinson. Mr. Chairman, I want to state the admiral showed 
me that chart yesterday and in the examination of the hearings 
before the Senate, I did not find that chart in the record. 

So I ask that this chart after it has been explained by the admiral 
be put in the record. 

Mr. SHarer. Without objection. 

(The chart is as follows:) 


COMPARISON OF Costs 


A tanker of approximately 25,000 deadweight tons, 18-knot sustained speed, con- 
structed at an estimated cost of $7,500,000 including design, engineering, and 
interest during construction—Ecz pected useful life 20 years 


PRIVATE OWNERSHIP PLAN 


Approved by National Security Council. Vessel constructed by private funds, 
owned and operated by private operator, manned with merchant marine crew, 
and time chartered to MSTS for period of 10 years at an average rate not to 
exceed $5 per deadweight ton per month. 

Assumption.—Owners will recover approximately 66%; percent of construction 
costs during 10-year charter (40 percent first 5 years, 26%; percent second 5 years). 
Interest at 4 percent on average outstanding capital borrowed or invested; 100 
percent mortgage assumed. 
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GOVERNMENT OWNERSHIP PLAN 


Constructed by Government with appropriated funds; owned by the Govern- 
ment and contract-operated by commercial shipping company with merchant 
marine crew. 

Assumption.—Tanker will have useful life available to Government for 20 
years. hargeoff 6634 percent of construction costs during first 10 years (40 
percent first 5 years, 26% percent second 5 yesrs). Interest on averaz> out- 
standing investment at 2% percent as overall rate paid by Government on bor- 
rowings. 


Private ownership Government ownership 
Per day Per year | 10 years Per day| Per year | 10 years 
| 
I. Operating costs: 
(a) Costs normally included in | 
charter hire: 
Wages, overtime, fringe | 
Stores, supplies, and equip- | 
Insurance: 
Protection and indem- | | 
1,800 $657,000 $6,570,000 1,700 | $620,500 $6, 205, 000 
(b) Costs reimbursed by Govern- | 
ment: | 
Total... ......------| 1,255 | 458,075 | 4,580,750 | 1,229 | 448, 585 | 4, 485, 850 
Total operating costs... ___- 3,055 (1,115,075 | 11, 15u, 750 3,004 1,096, 400 | 10, 964, 000 
If. (a) Depreciation 1,370 | 500,050 | 5,000,500 | 1,370 | 500,050 | 5,000, 500 
520 | 189,800 | 1,898,000 309 | 112,785 | 1, 127, 850 
Total depreciation and interest...| 1,890 | 689,856 , 6,898,500 | 1,679 | 612,835 | 6,128, 350 
III. Total costs (without profit to private 
owner) 4,945 (1,804,925 18,049,250 | 4,683 709, 205 |17, 092, 950 
(1) Insurance costs under Gov- 
ernment ownership plan represent 
estimated reserves required to cover 
(2) This item covers office rental, 
technical marine staff, clerical and 
accounting personnel, communica- 
tions, and office supplies. 


SUMMARY OF COMPARATIVE COSTS FOR 10-YEAR PERIOD 
Cost to Government of private ownership without profit (III above). $18, 049, 250 


Cost to Government of Government ownership (IIT above) -_____- 17, 092, 950 
Difference per year for 1 95, 630 
Difference per year for 20 tankers_._-_-_-._.----------.----_.- 1, 912, 600 


PRIVATE OPERATOR'S EXPENSES FOR 1 YEAR 


Depreciation and interest (II (a) and (b) above)_..-..-..-_---_---- 689, 850 
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These costs represent $4.68 per deadweight tons per month required for the 
private owner to break even. 

Secretary THomas. Mr. Chairman, before the chart is explained, 
might I make one further statement in regard to the question that 
has been asked? 

Mr. Suarer. Mr. Secretary. 

Secretary THomas. I think that this type of charter—we are try- 
ing insofar as we can, and as you know other committees of the 
Congress are pressing us very hard, to do as much of the industrial- 
commercial type of activity as we can by using private industry. 
That is very current today. 

Now, these tankers are basically commercial tankers. And to 
have them built by private industry, with its own money, and then 
operate it under a charter, is a very common practice, certainly in 
business today. 

I think you are going to see it more in Government. 

We think that it is good, sound business practice to enter into a 
charter with these companies, let them use their own money, let 
them build the tankers, being commercial tankers, and then operate 
them for us under a charter contract. 

These contracts that we will negotiate with them: We will call for 
bids. We will take the lowest bids. And then we will negotiate a 
contract. Unless that contract is negotiated on a sound basis, 
unless we are assured of the basic costs, unless we are sure that all 
they can make is a nominal profit, we will not enter into the charter 
contract, 

Now, we think that that is perfectly sound, to do that. 

We think by passing this bill we will get those tankers immediately 
under construction and have use of them. 

If we have to do it through some other appropriation, we do not 
think we will get a tanker bill this year and get these tankers. And 
they are the most vital thing in our opinion in the defense program. 

Mr. Vinson. Mr. Chairman, may I ask a question? 

Mr. SHarer. Mr. Vinson. 

Mr. Vinson. Mr. Chairman. 

Now, Mr. Secretary, I have been reading in the papers nearly 
every week about some scandal in connection with tankers. Last 
week we read—or this week we read where some $4 million was 
settled up and some indictment was still pending. 

Now, this tanker situation has brought about as many scandals 
as any one thing that I have read in recent days. So when you 
announce the philosophy to get the Government out of business, 
why don’t you start at home? 

he MSTS is the largest shipping company in the world. You are 
operating some 600 ships. And why shouldn’t you begin to cut 
down your activities and build up American merchant marine, 
instead of continuing to carry on such a large operation? 

Secretary THomas. Well, Mr. Vinson, we are doing that. The 
basic MSTS fleet is a very small fleet as such. How many vessels 
now in it? 

Admiral DeneBrink. We operate today a total fleet of 295 ships. 

Secretary THomas. Not 600. 

Admiral Denesrink. As compared to the maximum number of 
ships in our MSTS fleet of 602 during the Korean war. 
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Now, our basic nucleus fleet in MSTS today consists of about 238 
ships. 

Mr. Vinson. Well, Admiral, you know that since we established 
the MSTS there have been complaints from American shippers and 
other groups that you are in their field and in their business. They 
have been fussing about it constantly. 

If the Secretary wants to get the Government out of business, why 
I know of no better place to start than to limit the activities of the 
MSTS. 

Secretary Tuomas. Well, Mr. Vinson, the MSTS is a hard core of 
shipping for a mobilization defense program. 

Mr. Vinson. That is right. 

Secretary Tuomas. Now, actually, we will only have 14 ships that 
are operated by uniformed crews. The balance are basically under 
charter. We are making contracts with private operators. And 
that is a hard core that when you get into a military operation you 
can expand. Now, we are contracting that back again to the hard 
core. I think we would always insist that we had to have a hard 
core of MSTS. 

Mr. Vinson. That is right. I agree with you thoroughly. 

Secretary Tuomas. But we contract it right down, which we are 
doing now, and we have contracted it down from over 600 ships to 
under 300. It is going down. We have a program which will con- 
tract it further down. So I think we are doing that. 

Mr. Vinson. Mr. Secretary, you said one reason why you approved 
this plan in preference to direct appropriations is because you would 
not get the money. Now, the security of the Nation is involved in 
this tanker program, isn’t it? 

Secretary THomas. Well, we think very definitely. I think it is 
the No. 1 defense program. 

Mr. Vinson. Exactly. 

You have a tanker situation where you only have 12 tankers in 
reserve. You only have 47 tankers in all. So we are right up against 
the tanker shortage. 

Do you mean to tell me that there would be any hesitancy on the 
— of Congress to make appropriation when they knew facts of this 

ind? 

Secretary THomas. Well, I would guess—and this is purely a per- 
sonal assumption. I would guess if it required a new appropriation 
we would not get a tanker bill in this Congress. 

= r. i saeaeal Well, you don’t think the Congress would be concerned 
about it? 

Mr. Cunnincuam. They could if they could justify it. 

Mr. Vinson. Why certainly. 

Mr. Bennerr. Maybe he is afraid the Bureau of the Budget 
wouldn’t give approval. 

Mr. Vinson. Now, let me offer this thought, Mr. Secretary. I 
know what is running through your mind. You don’t want this 
charged against the Navy appropriation because they are given a 
fixed sum of money and you must live within it. 

Why couldn’t we build these tankers—they are being administered 
by the Department of Defense—and make the appropriation to the 
Department of Defense and let the Department of Defense operate 
these tankers, instead of the Navy operating these tankers. 
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Secretary Tuomas. Well, Mr. Vinson, possibly you could do that, 
but I think you have a perfectly sound bill here. 

Mr. Vinson. Well, I don’t think it is sound, Mr. Secretary, when 
it is going to cost nearly twice as much in the long run. And then 
when all the 10 years are over, we have nothing in the world. We 
don’t have anything to sell for scrap. 

Secretary Tuomas. Mr. Vinson, I don’t think it costs twice as 
much in the long run, as these figures will show. 

Mr. Vinson. Well, the debate in the Senate was that in the long 
run it would cost three-hundred-and-some-odd million dollars against 
the construction of $150 million. 

Admiral Denesrink. That is not correct. 

Mr. Vinson. In this statement here 

Secretary THomas. That is not correct, Mr. Vinson. 

Mr. Vinson. All right. 

That is what is in the record. 

In this statement here, the admiral pointed out to me yesterday that 
it would be about $95,000 cheaper for the Government to build the 
tankers than to carry out this plan. Is that correct, Admiral? 

Admiral Denesrink. The result of the survey that you have in 
this form before you indicates that if these ships are built by Govern- 
ment appropriation rather than by the use of private capital, the 
Government’s method will be cheaper by $95,630 per ship per year. 

Mr. Vinson. Per year? 

Admiral DENEBRINK. Yes, sir. 

Mr. Vinson. Then over a 10-year period, what would that amount 
to! 

Nineteen million dollars? 

Admiral Denesrink. Over a 10-year period, it would amount to 
$19 million for all 20 ships. 

Mr. Vinson. That is right. 

Secretary THomas. And that is before taxes. 

Mr. Vinson. Now, that $19 million will go a long way in continuing 
to add to the tanker fleet, because it only costs about $7 million to 
build a tanker. 

So, it would almost build three more tankers with the money we 
save. 

Secretary THomas. Mr. Vinson, that is before taxes, however. 

Mr. Vinson. That is right. 

Secretary Tuomas. After taxes, they will end up with less than 
half of that. So I mean you can’t say that that is a profit. That is 
a gross figure. 

Mr. Vinson. Mr. Chairman, I want to make this statement and 
then I am through. I am for a tanker program, but I don’t think 
this is the right program. I think we ought to authorize it and 
appropriate the money direct and turn it over to the MSTS. 

Then if the MSTS want to operate them by Navy personnel, they 
can do so. But 1 much prefer to see them operate it by maritime 
personnel. And let these 20 tankers be bid on by the shipbuilding 
industry and built in private yards. 

In that way, we protect the interest of the Government. 

When the 10 years are out, we have something. As it is now we 
don’t have a thing in the world to show for it. 

Secretary THomas. Mr. Chairman, may | speak to that once more? 
42066—54—No. 97 —4 
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Mr. SHarer. Mr. Secretary. 

Secretary THomas. Well, we talk about depreciation and we allow 
these companies under this contract depreciation. But Mr. Vinson, 
if the Government builds these ships they are going to suffer deprecia- 
tion and they will be worth half or less than half at the end of the 10 
years anyhow. 

Mr. Vinson. Well 

Secretary THomas. So while the Government doesn’t—— 

Mr. Vinson. They will be ours, Mr. Secretary. They will be ours. 
I love to own things. 

Secretary THomas. Well, at the end of ten years they won’t belong 
to the private contractor. He will only have had part of it depreciated 
and he will owe money on the other. He will own part of i:. He 
doesn’t get it free. 

Mr. Vinson. Uncle Sam will own it. 

Secretary Tuomas. He won’t have it free. 

Mr. Vinson. I am for Uncle Sam owning these. 

Secretary THoomas. Of course, then on that basis we would have to 
operate everything that the Government does. 

Mr. Vinson. No, you wouldn’t, either. 

Secretary THomas. Well, we enter into contracts for a lot of other 
services. 

Mr. Vinson. This is the first time in the history of the Navy that 
you are trying to approach the building of tankers by this kind of 
method or building anything in this kind of method. 

Secretary THomas. I think that is right. 

And I think you are going to find that that is going to become quite 
common in the future. Because we think it is perfectly sound. 

Mr. Vinson. I don’t think it is good at all, when the figures show 
it will cost $19 million more. There are too many windfalls. There are 
too many windfalls in the Wherry housing bill. And there are too 
many windfalls all down the line. 

Of course, private capital wants to get in it, because it is making a 
big profit out of it. 

Secretary THomas. No, that is not a large profit, sir, for the amount 
of money and time invested in it. And don’t forget, we would 
negotiate these contracts and they would be contracts negotiated 
where the contractor would end up with a very nominal profit. 

Now, on that theory we ought to build everything in the Navy 
shipyards. We should build nothing in private shipyards. Because 
whenever we build a ship in a private shipyard, we allow that ship- 
yard, in his cost, depreciation. 

Mr. Vinson. That is right. 

Secretary THomas. We allow him a profit. 

Mr. Vinson. Of course you do. 

Secretary THomas. We allow him a profit. 

Mr. Vinson. That is right, of course you do. 

Secretary Tuomas. So if we are to eliminate a profit, then the 
Government ought to do all construction of every kind. 

Mr. Vinson. Well, to carry out your theory, we just as well say to 
the builders of the country who propose to build millions of dollars 
worth of barracks: ‘You go ahead and build those barracks and 
we are going to rent them from you and at the end of 10 or 20 years, 
they will be your barracks.” 
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Secretary THomas. Well, that would depend on what depreciation 
you allowed them. If you allowed it over 30 years, that is right. 

Mr. Vinson. Now, Mr. Chairman 

Secretary Tuomas. Of course, that is very common. 

Mr. Vinson. Let me get this and then I am through. 

I am going to offer and suggest to the committee, and I will give the 
Secretary and the admiral the benefit of it, some kind of proposal like 
this: 

That the President is authorized to undertake the construction of not to exceed 
20 tankers. The tankers shall be of approximately 25,000 deadweight tons each 
with speeds of not less than 18 knots and shall be constructed in private shipyards 
within the continental United States, Such construction shall be, as far as 
practicable, of materials and equipment produced or manufactured in the 
United States. 

There is hereby authorized to be appropriated such sums as may be necessary 
for the construction of the foregoing vessels. 

Now, that approach meets exactly what you have in mind. 

It stimulates the shipbuilding industry and then it builds up a 
tanker reserve. 

And that is all you are proposing to do. 
io then we own these 20 vessels instead of somebody else owning 
them. 

Mr. Suarer. Might I observe here that that is the type of bill you 
can get through Congress. I don’t believe that this bill as written can 
make it. We have no quarrel with your needs of these tankers, but 
it is the method that the House is going to quarrel with you about. 

Any. questions? 

Mr. Netson. Mr. Chairman? 

Mr. Suarer. Mr. Nelson. 

Mr. Neuson. Mr. Secretary, just what is the advantage of having 
these ships built by private companies? 

Secretary THomas. Well, I think there are a lot of advantages. I 
think you will find—as I say, we are trying now to get out from under 
instructions basically of the Congress on so-called commercial indus- 
trial enterprises and that means let industry do what they can. 

Now, there are certain things that industry can’t do and that the 
military services have to do. But the whole trend, that we are in- 
structed on from Congress, is to get out, and under great pressure to 
get out, of industrial-commercial activities. 

Now, whenever we make a contract with an industrial company for 
engine overhaul, for tire recapping, for anything that is similar, in that 
man’s costs are the same factors here—depreciation and a_ profit. 
And you let him make a profit. If you go on the theory that the 
Government doesn’t let anybody make a profit, we would build and 
construct everything. Now, in this particular case-— 

Mr. Gavin. At that particular point, Mr. Secretary, in event we 
followed the thinking that has been suggested and private enterprise 
made no profit, how would private enterprise be able to pay the taxes 
into the Government that makes this overall, whole program possible, 
if they didn’t make a profit occasionally? 

Secretary Toomas. Well, of course, following that up, you teke your 
business today—and we are talking about building barracks and we 
are talking about building ships. , Ae today, your chain stores, 
many of them, I would say the majority almost, lets private industry 
build the store for them. They let him charge in his depreciation, 
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They let him charge in a profit. He owns the building at the end of 
the time. And the chain stores do that and contract that way today, 
generally, rather than putting up their own money. 

Mr. Netson. Mr. Secretary, if I might interrupt, if these tankers 
were built by the Government under private contract with private 
yards, private industry would be building the ships. So the only 
differential between the two systems would be that under one system 
they are operated by private enterprise and on the other system they 
are operated by the Government. 

Now, that is the only difference, isn’t it? 

Secretary THomas. No. I would say they would be operated by 
private enterprise. 

Mr. Nexson. If the Government builds them and own them? 

Admiral Denesrink. May I answer that question, sir? 

Mr. Newson. Yes. 

Mr. Admiral. 

Admiral Denesrink. | think I must come in here with a very im- 
portant piece of information with regard to one of the fundamental 
and basic problems involved in legislation. 

The Military Sea Transportation Service is operated by the Navy, 
but it also uses the private merchant marine of this country. And 
although Mr. Vinson is correct when he says that we are constantly 
in the public eye for running the private merchant marine out of 
business, I will tell you pene Howoed of this committee that last year 
73 percent of our expenditures went directly to the private maritime 
industry of the United States. 

And the year before, 75 percent went directly to the private mari- 
time industry of this country. 

So I find myself being in the Navy, but at the same time using the 
private merchant marine. 

Now, I would like to remind you gentlemen of the Merchant 
Marine Act of 1936, and the declaration of policy which is in section 
101 of that act, which is the law of the land, is very important, and 
is something that I am confronted with every day, and with your 
permission, I would like to read it. 

It is necessary for the national defense and the development of its foreign and 
domestic commerce that the United States shall have a merchant marine sufficient 
to carry its domestic waterborne commerce and a substantial portion of the 
waterborne export and import foreign commerce of the United States and to 
provide shipping service on all routes essential for maintaining the flow of such 
domestic and foreign waterborne commerce at all times, capable of serving as a 
naval and military auxiliary in time of war or national emergency, owned and 
operated under the United States flag by citizens of the United States insofar as 
may be practicable, and composed of the best-equipped, safest, and mos¢ suitable 
types of vessels constructed in the United States, and manned with a grained 
and efficient citizen personnel. It is hereby declared to be the policy of the 
United States to foster the development and encourage the maintenance of such 
a merchant marine. 


Now, for the information of this committee, I would like you gentle- 
men to know that since the middle of March a subcommittee of the 
House Committee on Merchant Marine and Fisheries has been givin 

the MSTS a most thorough and searching scrutiny which is carrie 

on under the able chairmanship of Mr. Allen, of California—the whole 
tenor of the complaint, which has been inititated incidentally by the 
subsidized berth lines of this country—has been that MSTS is operat- 
ing Government-owned ships. That is the complaint, that we are 
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operating Government-owned ships to the deteriment of private 
industry. 

Now, gentlemen, we come up here and you tell us that we can’t 
operate. 

Mr. Vinson. Mr. Chairman, may I ask the admiral a question? 

Mr. SuHarer. Mr. Vinson. 

Mr. Vinson. How does the Maritime Commission get its ships? 
They build them and the title to them is in the Commission, is it not? 
In the Government? 

Admiral Denesrink. Well, that is my—— 

Mr. Vinson. They aren’t built by private enterprise, like it is 
proposed in here. 

Admiral Denesrink. Those ships are certainly built by private 
yards. 

Mr. Vinson. They may be built by private yards, but private 
industry doesn’t put up the money. 

Admiral Denresrink. That is correct. 

Mr. Vinson. That is right. 

Now, the Maritime Commission gets the money from the Treasury 
of the United States by appropriation. It enters into a shipbuilding 
program. And it awards its contracts to private yards. It builds 
its ships. And then they may enter into charter for some private 
company to operate the ship. But the ship belongs to the Maritime 
Commission. And if it had not belonged to it, you would never have 
been able to have gotten your 55 tankers which were transferred to 
you. 

Now, that is the same proposal that I have in mind. 

But you come in here with an entirely different proposition. Your 
proposition—no need to state it again. Everybody knows what it is. 
Now, why can’t we follow along the same line of the Maritime Com- 
mission. 

Now, I want to call attention to this, Mr. Chairman. Right down 
here on the next floor now the Maritime Committee is having a hearing 
in regard to the Maritime Commission building tankers and acquiring 
tankers and trading in tankers. 

Mr. SHorr. Now, Mr. Chairman, might I just interpose? 

Mr. Suarer. Mr. Short. 

Mr. Suorr. The thing that frightens me about this proposed legis- 
lation is that at the end of the 10 years the tankers will be owned by 
private companies and they might even be able to transfer them to 
foreign registries. I am afraid that a lot of these tankers will end up 
under foreign flags and manned by foreign crews. 

Admiral Denrsrink. Mr. Short, there is a provision in this bill, 
which is one of the many provisions, which has been introduced not 
only in the subcommiitee of the Senate but also on the floor of the 
Senate, which protects the national interest. 

And one of these provisions in the bill makes sure that these can’t 
be transferred foreign during the remaining 10-year life of the ship 
without the approval of the Secretary of the Navy in the national- 
defense interest, and without the approval of the Secretary of Com- 
merce, within the national interest. 

Mr. Vinson. But at the end of 20 years, they could be transferred. 

Admiral Denesrinx. That is correct. 

Mr. Vinson. Exactly. 

Mr. Cunnineuam. Mr. Chairman, might I ask a question? 
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Mr. Suarer. Yes, Mr. Cunningham. 

Mr. Cunnineuam. Admiral, in the event that the proposed amend- 
ment of Mr. Vinson should be adopted and private industry would 
build the ships but the Navy would then operate them, where would 
the Navy get the personnel, the manpower to operate them? 

Mr. Vinson. MSTS would operate them. 

Admiral Denesrink. There are various ways that that could be 
done. But as I have already testified, the MSTS fleet today consists 
of only 24 ships which are manned by officers and men of the United 
States Navy. And we have underway a program which will reduce 
that number of ships to 14 that are manned by officers and men of the 
United States Navy. 

Mr. Vinson. Let me ask you this, then. Would you have to go 
outside of the Navy to get the officers and men for this, or would you 
man them with your own personnel? 

Admiral Drenesrinx. I would follow the same procedure, if my 
own recommendation were accepted, and I would continue to have 
these ships operated by private companies and manned by union 
hiring-hall personnel. 

Secretary THomas. And you allow them a profit for doing that. 

Mr. Vinson. That is right, exactly. 

Secretary THOMAS. Well, but it is 

Mr. Vinson. But we would own it. It would be ours. The only 
question here, Mr. Chairman, as I see it, is the question of ownership. 

Mr. Suarer. Mr. Nelson. 

Mr. Netsow. Mr. Secretary. I notice that in your estimate of the 
cost, you have charged off 40 percent depreciation the first 5 years, 
and 26% in the next 5. That is 66% and one-half of the useful life of 
the tanker. 

Secretary THomas. That is correct. 

Mr. Netson. Is it necessary to allow so much depreciation in order 
to get private firms to bid on these tankers? 

Secretary Tomas. A tanker will depreciate more in the first half 
of its life than it will in the last half. 

Mr. Netson. I know, but in your estimate of cost that leaves them 
with 10 years of useful life in the tanker and only 33% percent capital 
cost to pay off in 10 years. 

Secretary Tuomas. That is right. 

I think if you cut it down below that, I doubt—the profit motive in 
here that is being talked about: it is not a large-profit motive. I 
think if you cut your depreciation factor down too much and your 
other factors, you won’t get people that will take these contracts. 
We are anxious to get these ships into operation. 

Sixty-six and two-thirds is not an unreasonable depreciation for the 
first 10 years of the tanker. 

Mr. Netson. I don’t doubt that any, but in this particular instance, 
where it is leaving the private company with 10 years of the useful life 
of the tanker and only 33% percent to pay off, he is in pretty good 
condition. 

Secretary THomas. He owes $2} million on the tanker and maybe 
he gets it at the end of 10 years when there isn’t a market for it. 

Maybe he can’t get any return out of it. He has a risk certainly. 

Admiral Denrsrinx. May I amplify this just a little bit, sir? 

Secretary THomas. Yes. 
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Admiral DENEBRINK. This compilation of statistics here is merely 
an estimate by which MSTS wanted to determine whether or not this 
was a reasonable program. 

Let me, if I may to further inform, give you some idea of how this 
would be implemented. 

We would go to the industry with invitations for them to come in 
with a charter offer. They would do their own calculating. We have 
estimated that it would cost $7% million to build this ship. It is my 
own opinion that these ships will be obtained for less money than 
$7% million. 

And I am sure that you will get testimony contrary to mine. 

We also believe that if a man really wants to enter into a charter 
agreement with MSTS for these 20 tankers or any number thereof, 
if he wished to write off less than 66% percent he would be able to 
come in with a lower dead-weight ton charter hire. 

It is my own belief that the cost of the tanker, which is reasonably 
fixed in all yards, will not play a part in the determination of the 
deadweight charter hire, but that the writeoff will be the guiding 
factor in determining his low bid. Now, once the bid comes in, he 
will have to present a contract with the shipbuilding company. He 
will have to present the data on how he hired the money and from 
whom and what rate of interest. He will have to give us complete 
data on insurance. 

Mr. Netson. So you are in effect going to ask the private com- 
panies to bid competitively for these charters? 

Admiral Denesrink. And then 

Mr. Netson. They can allow as much for depreciation as they 
want to over a 20-year period? 

Admiral Denesrink. But not more than 66% percent. 

Mr. Netson. In the first 10 years. 

Admiral Denesrink. In the first 10 years. 

Mr. Netson. In other words, that is the maximum and not a 
minimum. 

Secretary THomas. That is right. 

And then we will negotiate the contract with them. Unless we 
come out with what we think is a very acceptable contract, we won’t 
enter into it. 

Mr. Netson. Now, Mr. Secretary, this comparison of costs that 
you have—I assume they will be furnished to the private companies 
when they make their bids; won’t they? 

Admiral Denesrink. Well, we have drawn up this comparison of 
cost——— 

Mr. Netson. Is this just for the information of the committee? 

Admiral Denesrink. I would like to say that this was drawn up at 
the request of Senator Saltonstall and was shown to the full committee 
and was explained because of the questions which had been raised by 
Senator Byrd of Virginia. 

Mr. Netson. Now, does this comparison of private ownership 
against Government ownership—it isn’t an accurate comparison, is 
it, unless you allow for taxes? Has that been done in this particular 
case? A private operator has to pay taxes to the Government, then. 

Secretary Tuomas. That is right. 

Mr. Ne son. What would his taxes be under this estimated 


charter? 
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Secretary THomas. We haven’t put that in. Of course, if you are 
talking about income tax, that would come out of his profit. Per- 
a property taxes on his equipment and all are not in there; are 

ey? 

Admiral DENEBRINK. No, sir. 

Secretary THomas. Yes, that would be a factor. 

Mr. Netson. How large a factor would it be? 

Appreciable or negligible? 

Admiral Denesrink. I wouldn’t want to hazard that. 

Secretary THomas. It would be a factor. I wouldn’t say exactly 
what it was. 

Another thing. When you see these figures here; when we negoti- 
ate with a private contractor, we have access to what his costs are. 
So we can tell whether his costs are in line with what his actual 
operating experience has been before. We have the experience and 
background to negotiate with the contractor. 

Mr. Vinson. Mr. Chairman, may I ask the admiral a question? 

Mr. SHarer. Mr. Vinson. 

Mr. Vinson. Admiral, a few days ago—at the other hearing you 
stated the method by which you would award these contracts. M 
recollection is that you stated that it would be 2 or 3 firms. Will 
you clarify my thinking along that line? What did you say on that? 
onan Denesrink. I don’t recall making that statement, Mr. 

inson. 

We would go out and invite bids. We would go out to everybody 
in ihe industry 

Mr. Vinson. Now, wait 1 minute. 

Let me clear this, Mr. Chairman. 

Would you invite bids merely for the building of the ship or for 
building of the ship and the charter and the operation of the ship? 

Admiral Denresrink. Well, I am glad you asked that because I 
want to clear that up. 

We would only invite bids for the charter hire of the ships for a 
10-year period. 

Now, when these people came in with their offers, they would 
have—if they got the award—to build the ship. They would have 
to pay for it. They could built it anywhere they wanted to within 
the United States. They would have to man the ship. They would 
have to operate the ship. They would have to pay interest and 
insurance. And that clarifies, I hope—— 

Mr. Vinson. That is right. 

Admiral Denresrink. The question that was raised by Senator 
Magnuson, where he said that the Government builds the ships and 
it will cost us $150 million and private industry will charge $350 million 
and therefore, it will be a profit. 

Mr. Vinson. All right. 

Admiral Denrsrink. The proper comparison is that if the Govern- 
ment builds the ships, we will have to operate them. 

Mr. Vinson. That is right. 

Admiral Denrsrink. But if the private industry builds the ships, 
they will have to operate them. sve g their charter hire per deadweight 


ton will include all the costs of construction and operation. 

Mr. Vinson. Then, following that line of thought, my recollection 
was that you said that there would be 2 or 3 people that would prob- 
ably make the contract for the charter of the 20 ships. 
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Admiral Denesrink. Oh, I have never stipulated any number. | 
don’t know how many people would get the contract. It would be—— 

Mr. Vinson. Then what assurance now—one of your objectives 
is to stimulate the shipbuilding industry. What assurance is there 
that it will be spread out through the industry? Because now X 
company comes in and says, ‘‘I will charter the five ships.’’ Then 
you enter into your contract. 

Now, he can go out in any yard he wants to and build the ships. 
He has all that arranged when he submits his charter proposal to you. 

And he could dump half of these in the Bethlehem yard or a Cali- 
iornia yard or Newport News or some other place. So therefore, 
there is no assurance—and one of your objectives is to stimulate 
shipbuilding up and down the coast—that all yards will participate 
in these 20 ships. 

— Deneprink. No, sir. That statement has never been 
made. 

Mr. Vinson. No; I know that statement hasn’t been made. But 
I am thinking of what can happen. 

Admiral DENEBRINK. The stimulation of the private shipbuilding 
industry will amount to the construction of 20 of these tankers in 
private shipyards which would be designated and contracted for by 
the successful bidders. 

Mr. Vinson. Yes, and at the same time, the successful bidder 
could have contracted with 1 shipbuilding company to build 6 of them 
and then the other yards around there would not participate at all. 

Secretary THomas. That would depend on your negotiations on the 
contract. 

Mr. Vinson. All right. 

You couldn’t limit them. You couldn’t tell him where to build 
the ships. 

Secretary THomas. No. 

You might in your negotiations with him, though. You might 
negotiate with him for not 6 ships, then, but for 2 or 3 ships, and 
spread it out. 

Mr. Vinson. In that connection, do you think there should be a 
limit, in the event Congress puts it in there, on the number of ships 
that one company can operate? 

Now, if you are going to spread this out—now, | am thinking along 
the line now to stimulate industry. If you are going to spread this 
out to help build up the ship industry and keep it up—and it should 
be kept up because it is an arm of national defense—why shouldn't 
you put some provision in the bill saying that 2 or 3 of these big con- 
cerns can’t have all these charters and 2 or 3 yards get all this work? 

We want the shipbuilding in the South Atlantic, the North Atlantic, 
the gulf, and we want certainly some out in the Pacific. 

Mr. Suarer. Mr. Nelson. 

Mr. Suorrt. Wait a minute. 

Mr. NeEtson. Mr. Secretary, I would like to get the facets on this 
comparison. of costs that I have before me which you furnished. The 
first thing you list is private ownership. Now | assume under private 
ownership you will ask for bids on the charter and that you will award 
the construction and operation of the ship to the concern that makes 
the low bid; is that right? 

Secretary THomas. We won't award the construction. The bidder, 
when he comes in with his per deadweight ton bid, will have to give 
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us then or show us his contract for the ship, you see, that he is 
contracting for. 

Mr. Neuson. In other words, the low bidder, a private concern, 
will construct the ship, and after that operate it under the terms of 
the charter. 

Secretary THomas. That is right. Now you might have one 
contractor that had a bid for the ship at a lower price than the other. 
Now we would take that into our negotiation with him, see, and we 
would expect a lower price out of him. 

Mr. Netson. And under that arrangement, at the end of 10 years, 
the charter would expire and the private concern would be left owning 
the ship with 33% percent to pay off on the original cost? 

Secretary Tuomas. Or 33% percent invested in it, either one. 

Mr. Netson. Now, under your Government ownership stipulation, 
you say: “Constructed by Government with appropriated funds, 
owned by the Government, and contract operated by commercial 
shipping company with merchant marine crew.’”’ That is the basis 
of your estimate? 

Secretary Tuomas. That is right. 

Mr. Netson. So the only difference between these 2 estimates, so 
far as actual operation is concerned, is that in 1 case, at the expiration 
of 10 years, the Government owns the tanker from the beginning, and 
in the other case the private concern owns it at the end of 10 years? 

Secretary THoomas. Well, at the end of the 10 years 

Mr. Netson. So far as operation of the tankers is concerned, it is 
the same under both arrangements. The operation basically is the 
same operation. 

Mr. Vinson. That is right. 

Mr. Nextson. Now one more point, Mr. Secretary. In this bill I 
see no provision for renewal of this charter provision by the Govern- 
ment at the expiration of 10 years on new terms. 

Secretary THomas. That is correct. 

Mr. Netson. There is no such provision in the bill, is there? 

Secretary THomas. No, that is right. 

Mr. Newson. Well, if this arrangement were a desirable thing, 
wouldn’t it also be desirable to have a provision for renewal of the 
charter for 10 years on new terms of depreciation? 

Secretary THomas. Yes, but you take your chance on your market 
at that time. You can negotiate a contract, I think, the renewable 
contract. If your market is up, it will be a higher price. If your 
market is down, it will be a lower price. 

Mr. Newson. But at least you ought to have an option of renewal? 

Secretary THomas. I don’t think you will ever get anybody to 
contract with an option. Because options are only one-way streets. 
I don’t think industry will contract with an option. 

Mr. Newson. Well, it looks to me as though this was a one-way 
street against the Government right now. 

Mr. Vinson. It certainly is. 

Secretary THomas. Well, of course, that depends, as I say, on your 
interpretation, whether you believe, as industry does, in many 
respects, to go out and have somebody else build a building for them 
and then lease that building over a 10-year lease or a 15-year lease, 
or whatever it is, and let the concern that built it charge off two-thirds 
of his depreciation and have a profit. 
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Now that is very customary in the industry. That is being done 
generally by most of your large corporations. So when we are told, 
on the one hand, that we must get out of industry all commercial-type 
enterprises and do everything we can with industry within reason, 
that doesn’t interfere directly with the defense program—this follows 
exactly that pattern. 

Mr. Vinson. Yes, but, Mr. Secretary, there is no difference at all 
between the two plans as far as private industry is concerned. In 
both plans they build the ship and in both plans they operate the 
ship. The only difference between these two plans is in one case the 
la owns the ship and in the other case it doesn’t own a 
thing. 

Secretary THomas. And he would build the ship, too. Well, the 
Government 
aa Bennerr. They would build the ship under both, wouldn’t 
they‘ 

Secretary THomas. The Government wouldn’t build it under this 
contract. Whoever you contracted with would be responsible for 
having the ship built. 

Mr. CunninGcHam. You wouldn’t build it under the bill, either, the 
Government. Private industry builds it under both proposals. 

Secretary THomas. No, I am talking about under this proposal. 
Private industry would build the ship. 

Mr. Neuson. Under both proposals? 

Secretary THomas. The other—well, the Bureau of Ships would 
contract for the building of the ship. 

Mr. Netson. To a private concern? 

Secretary THomas. Yes; to a private concern. 

Mr. Netson. So in both plans the private concern will build the 
ship and the private concern will operate the ship? 

Secretary Tuomas. The private concern will build the ship. 

Mr. Netson. And a private concern will operate it? 

Secretary THomas. That is right. 

Admiral Denesrink. I wonder if I could go back just a minute, 
Mr. Chairman, to a point that led up to what we are now talking about, 
and I think the committee should be aware of this, and that is the 
development of this legislation. 

The original plan was for private industry to come up with a charter 
for the private construction and operation of tankers. The study 
which was conducted at the direction of the Secretary of the Navy 
by my organization followed along this line, and I think it is important 
that you know it; that is, how much does it cost us to operate our 
tankers at the present time; that is, our presently operated Govern- 
ment tankers. 

So we conducted a study and we came up with a rather surprising 
conclusion, which was to this effect, and I will try and state it as 
simply as I can: That if we went out and entered into a contract for 
the p Mas of 20 new supertankers, modern in design and con- 
struction, and we chartered them for 10 years, the cost of operating; 
that is, the cost to the Government of chartering those 20 tankers, 
plus the cost of inactivating 37 of our present Government-owned 
tankers, would be exactly equal to the continued operation of the 37 
Government-owned T—2 ers. 
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Now we checked our figures. We went over our estimates, and it 
just seemed like a fine deal for the Government, that here we could 
increase our tanker reserve, we could get 20 new tankers on the beoks 
of the American merchant marine, we could lay up 37 of our Gov- 
ernment-owned tankers, and the cost would be exactly the same as 
if we continued to operate the 37 Government-owned tankers. 

That was the basis on which this legislation was predicated. And 
it was the basis on which the hearings were begun. It was not until 
we got to the Senate and in the meeting of the full committee that the 
question ever arose which injected the Government appropriated 
money into this program. 

Mr. Cunnincuam. Mr. Chairman. 

Mr. Suarer. Mr. Cunningham. 

Mr. Cunnincuam. Admiral, I would like to ask you 2 or 3 questions, 
or the Secretary. First, Mr. Secretary, on the question of options 
that the gentleman from Maine, Mr. Nelson, was discussing with you: 
If I understand it correctly, a man owns a piece of property, a vacant 
lot. He leases that for 99 years. Invariably there is an option in 
that lease, that at the end of each 10-year period there is a reappraisal 
and ay rent for the next 10-vear period is determined by that reap- 
praisal. 

Now why could you not in this instance, at the end of 10 years, 
have a provision in here for a continuance of this charter at a figure 
to be based upon a reappraisal made at that time, including cost of 
labor and everything else? 

Now why isn’t that—that is common practice, isn’t it? 

Secretary THomas. Well, I know a lot of 99-year leases that do 
not have such a reappraisal. 

Mr. Cunnrnauam. You also know a lot of them that do have it? 

Secretary THomas. I know of some. I know more that don’t have 
them than do, because ordinarily 99-year leases are fixed leases. 

Mr. Cunnincnuam. Let’s put it this way: In most long-term leases 
of real estate there is a provision for reappraisal some time. It may 
not be every 10 years. 

Secretary THomas. Alot don’t have. But in any event, the option 
isgood. Idon’t argue with that. 

Mr. Cunnrnauam. I am just asking the question. Can’t you get 
such an option? 

Secretary THomas. I would doubt it. Because options are very 
hard to get. 

Mr. Cunnincuam. I don’t want to belabor that point. But I 
would like to get down to what the issues are before us. 

Secretary THomas. I don’t object to the option, don’t misunder- 
stand me, but options are hard to get, because—I won’t give an option 
to anybody myself. So maybe I am prejudiced. 

Mr. Cunntncuam. The other day, last Thursday, I understood you 
and the Admiral to say that the average deadweight tonnage on the 
20 tankers would be about 28,000, instead of 25,000; is that correct? 

Admiral Denesrink. No, sir. 

Secretary THomas. No; I don’t remember it. 

Mr. CunnINGHAM. Someone gave the figure of 28,000. 

Admiral Denesrink. The bill as was originally introduced into 
both the House and the Senate followed the recommendation of my 
tanker study which called for tankers of 25,000 deadweight tons. By 
amendment within the subcommittee of the Senate, that size was made 
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and the statement was made in the bill as amended from 25,000 to 
32,000. 

Mr. Cunnincuam. Well, that is sufficient for my question, now, 
Admiral. I did my computing on 28,000 because I had heard the 
other day that was the average. 

I also understood your testimony the other day to be that out of the 
$5 per deadweight ton per month, there would be a profit to the chart- 
erer or the lessor of 32 cents, that is, the actual cost of operating and 
maintaining each tanker, would be $4.68 per deadweight ton per month. 
Wasn’t that your testimony? 

Secretary THomas. “po; I think not. I think you will find that 
testimony was your maximum is $5 per deadweight ton. Now on the 
basis of these estimates of costs of $4.68, if you made a contract at the 
$5 and if these costs were right, he would make 32 cents a ton. 

Mr. Cunnincuam. All right. That is sufficient. 

Secretary Tuomas. But we are going to negotiate the contract. 
Maybe we get the cost down to $4.50 a deadweight ton. 

Mr. Cunnincuam. That is all right. 1 am not arguing that point. 
1 am using that as a basis for a final question. 

Assuming, then, that you have to negotiate on the $5 basis, $4.68 
of that would be operating or maintenance costs, and 32 cents per 
deadweight ton per month profit. 

Now according to my computation here, on 28,000 tons in 10 years, 
the Government would pay at $5 per deadweight ton $336 million. 
It cost $150 million to build the 20 tankers. So there is an overplus 
there of $186 million. But out of that, less than 7 percent would be 
profit to the charterer, or around $19 million to $20 million. 

So the only issue we have before this committee is that amount of 
$20 million and the question or the point that the Government would 
not own them at the end of 10 years and they would still belong to the 
lessor. 

But I think, Mr. Secretary, and | am taking your side of this for the 
moment in this debate, you have overlooked one very important 
thing. You should also compute interest at least at 3 percent per 
annum on $150 million during that 10 years, and deduct that from the 
$19 million. That gives you a little better picture. 

In other words, when you come right down to the bottom, 1 don’t 
believe there is any issue here except the issue of ownership. 1 think 
as the dollars and cents go, over a 10-year period, the Government will 
be just as well off one way as the other way. 

It is solely, as Mr. Short said a moment ago, and as someone else 
said to my right, a question of ownership and nothing else before this 
committee. Is that not correct? 

Secretary Tuomas. | think that is probably right. ' 

Mr. CunninGHAM. You did overlook that interest figure, didn’t 
you? 

Admiral Deneprink. No, sir. 

Mr. CunnincHam. Now while we are on that, | would like to ask 

you another question 


Mr. Vinson. He figures the interest down here. 

Mr. Cunnincuam. No. But you didn’t figure that interest in your 
$4.68 or your $5, did you? 

Secretary THomas. Yes. 

Mr. CunninGuam. Oh, did you? 
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Mr. Vinson. Yes; he figured it. He figured it at 2% percent. 

Mr. Cunnineuam. All right. 

Admiral Denesrink. We figured it at 2% percent. 

Mr. CunnINGHAM. That is included in your $5 per deadweight ton 
per month? 

Admiral Denreprink. Yes, sir. 

Mr. CunnINGHAM. Now, then, let me ask another question on this 
comparison of cost chart that you presented a while ago. I see that 
under Government ownership you have depreciation as well as private 
ownership. Is it proper to include depreciation under Government 
ownership in making up this chart? 

Secretary Tuomas. 1 think you have to set it up because you have 
that charge. Whether you put it on paper or not, you have the charge, 
because the ship depreciates just as much in Government ownership 
as it does in private ownership. 

Now to answer that question, we talk about this depreciation. If 
the private contractor builds this and he is allowed 66% depreciation 
the first 10 years, he ends up and he owes a third of that. If it is $7 
million, he either has $2% million invested or he owes 2% million at 
the end of that time. He has been allowed that depreciation. 

Now if the Government puts its own money, in and invests its own 
money, at the end of 10 years the Government only has a third 

Mr. CunninGuHam. Its value has depreciated the same to the Gov- 
ernment as with everyone else. 

Secretary THomas. The same with the Government as industry 
but the Government just doesn’t put it down on paper, that is the only 
difference. 

Mr. Cunnrnecuam. We are back to the original proposition of 
Thursday, then, that it is about $20 million plus ownership that is the 
issue before us; is that right, Mr. Vinson? 

Mr. Vinson. That is right. 

Mr. Cunntnenam. That is all, Mr. Chairman. 

Secretary Thomas. Well, $20 million before taxes. Let’s be sure 
we understand. 

Mr. Cunntncuam. When you get into taxes, don’t you get into a 
broader field? 

Secretary Tuomas. No. I mean, it doesn’t cost you actually the 
$20 million more—— 

Mr. Cunntneuam. You don’t know that he will pay anything on 
that $20 million in taxes. He will probably have some other way to 
write that off. 

Secretary THomas. No, I don’t see how you can do that. 

Mr. Cunnincuam. Probably in management fees. 

Secretary THomas. No, that is all taken in. That is all operating 
costs. 

Mr. Cunnincuam. That is all, Mr. Chairman, 

Mr. Netson. One more thing, Mr. Secretary, if I may. It seems 
to me alt you are accomplishing by this bill is to get 20 first-line tankers, 
because as far as the reserve is concerned, you have that already. 
Now these 34 ships which you are retiring from active duty; are they 
going to remain obsolescent? In the event of mobilization, are you 
going to have to pull out 34 obsolescent tankers and use them? 

Secretary Tuomas. Yes. 

Mr. Ne son. Or are you 
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Admiral Denesrink. There is no way I know of to modernize any 
ship that is in reserve. The 37 ships which we contemplate putting 
in the reserve fleet would be inactivated, mothballed, and they have 
approximately 10 years of reliable life left in them and would be 
extremely valuable in the event of mobilization. 

Mr. Netson. But they are obsolescent? 

Admiral Denrsrink. Well, they are 10 years old and—they are 
obsolescent, yes. 

Mr. Netson, As far as speed is concerned? 

Admiral Denesrink. Yes. 

Secretary THomas. There is no doubt about that. I mean the 
whole fleet is obsolescent now. 

Mr. Netson. Isn’t there anything that can be done to make them 
better, or do we have to stay with an obsolescent reserve? 

Admiral Denrsrink. I know of no way to improve the character- 
istics of those Government-owned T—2 tankers, any more than I know 
. how to improve the Government-owned Liberty ships in our cargo 

eet. 

Mr. Netson. That is all, Mr. Chairman. 

Mr. Vinson. Mr. Chairman, let us hear some other witnesses. 

Secretary THomas. Mr. Chairman, I hope you will pardon me if I 
have been too serious in this hearing, but I just believe that this is so 
important to the defense program and I am so anxious to get these 
tankers. Because I think it is vital. So you will pardon me 

Mr. SHarer. We appreciate that fact, and are glad to have you 
with us. And we tried not to shut you off. 

Secretary THomas. You didn’t. Thank you. 

Admiral Denesrinx. May I also thank you gentlemen for your 
courtesy to me in making my remarks. 

Mr. SHarer. All right. 

We will have Mr. Strohmeier of the Bethlehem Steel Corp. 

Will you identify yourself to the reporter? 

Mr. Stroumerer. Mr. Chairman, my name is Daniel D. Stroh- 
meier. I am vice president of the Bethlehem Steel Co. and in charge 
of Bethlehem shipbuilding and ship-repairing activities, conducted in 
11 shipyards on the Atlantic, gulf, and Pacific coasts. 

I understand the purpose of this hearing is to discuss the bill au- 
thorizing the long-term charter of tankers by the Navy. There ap- 
pear to be three principal purposes for this legislation: 

1. To increase the reserve of usable tankers with a view to mobiliza- 
tion requirements. 

2. To obtain ships with higher speeds than are now available; and, 

3. To assist in maintenance of an adequate shipbuilding mobiliza- 
tion base. 

My interest in this legislation is primarily that of a shipbuilder. 

On the 26th of April, 1954, Rear Admiral Leggett, Chief of the 
Bureau of Ships, speaking of low-level operations in the shipbuilding 
industry, said: “It is my opinion that the industry is not now pre- 
pared today to meet the sudden challenge of a full-scale emergency.” 

The construction of 20 tankers, if started soon enough, could be 
helpful toward remedying the situation, which should be of great 
concern to those charged with national security. 

Legislation authorizing the Navy to enter into long-term charters 
of 20 tankers is the only pending legislation that can result in ship- 
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building soon enough to prevent the closlng of shipyards on which 
our mobilization potential is based. 

If this legislation were enacted early this month and without 
crippling amendment, and if MSTS were prepared to act promptly, 
I believe shipbuildlng contracts could be placed before the end of 
July. Even then the first keels would not be laid before the end of 
this year. 

I would like to comment on the subject of crippling amendment. 
In the Senate Committee on Armed Services there was introduced a 
limitation of $5 on the average charter hire with respect to any tanker. 
According to the report accompanying the Senate bill S. 3458, the 
$5 limitation on average charger hire over the 10-year life of a charter 
was based on comparisons of cost of operating existing T—2 type tank- 
ers by the MSTS and the estimated cost of the 20 new tankers. All 
cost estimates were based upon current level of operating costs. 

Apparently no consideration was given by the committee to future 
operating costs of either the existing T-2’s or of the new tankers 
resulting from changes in the value of the dollar over a 10-year period. 

No shipowner can possibly project his costs of operations over a 
10-year period unless he can be assured of what a dollar will buy 
10 years from now. 

It is, therefore, customary in time charters to provide for escala- 
tion of principal cost elements associated with the operation of the 
ship. Such escalation normally provides for both upward and down- 
ward adjustments, depending on whether cost levels rise or fall dur- 
ing the period. 

Without escalation, bidders must, of necessity, include substantial 
contingencies against cost increases which can’t accurately be pre- 
dicted. Inclusion of such contlngencies in the charter rate is cer- 
tainly not in the Government’s interest. 

In my opinion, the $5 limitation as provided in the Senate bill 
represents a serious defect which may render this legislation valueless. 

I feel sure from reading the Senate report that the matter of escala- 
tion was inadvertently overlooked. Either the $5 limitation should 
be deleted, as recommended by Secretary Anderson at the time, or it 
should be made clear that the $5 limitation is subject to escalation as 
to principal elements of operating cost, as recommended by Admiral 
Denebrink. 

Mr. Vinson. Mr. Chairman, let him read that statement again. 

Mr. SrroumMeter. Would you like—— 

Mr. Suorr. Would you mind repeating the sentence you just gave? 

Mr. Srroumerer. Yes. Either the $5 should be deleted, as recom- 
mended by Secretary Anderson at the time, or it should be made clear 
that the $5 limitation is subject to escalation as to principal elements 
of operating cost as recommended by Admiral Denebrink. 

Mr. Suarer. Well, that is recommended in his statement. 

Mr. Srroumeier. Yes. I believe his suggestion would be quite 
adequate. 

During the debate on the floor of the Senate May 24, 1954, there 
were added to the bill four amendments. 

The first provides that in awarding time charters, the Secretary of 
the Navy shall give preference to operators who are exclusively 
engaged in the operation of American-flag ships. 

It seems to me that such a provision has no place in special legislation 
such as this. I believe this is more appropriately a subject to be con- 


« 
« 
/ 


4955 


sidered in general legislation. This provision could turn out to be a 
troublemaker because according to the explanation on the floor of the 
Senate, preference would be given to one operator over another, 
assuming their bids are ‘approximately the same.” 

Does that mean within 1 percent, 5 percent, 10 percent, or some 
other figure? The Comptroller General agreed with the determination 
by the Navy that the bids are ‘approximately the same” for the 
— of this amendment? I believe this amendment should be 

eleted. 

A second amendment provides that each tanker— 

Shall be awarded on a competitive basis to the lowest responsible bidder who can 
and will construct the said tanker within a period of 2 years as specified in sub- 
section (a) of section 2. 

I believe this amendment represents a misconception of the purpose 
of the bill, which would authorize the Navy to enter into time charters, 
not the construction of the tankers 

It is my understanding that the competitive bidding will be by ship 
operators in tendering proposals for time charters to the Government, 
not by shipbuilders for the construction of ships for the Government. 

There is no standard design of tankers on which it is contemplated 
that shipyards will build These designs are to be developed by the 
shipyards themselves. The bidders, who are the ship operators, will 
naturally shop around within the shipbuilding industry for the most 
advantageous basis on which to submit their time charter proposals. 

Their time charter bids, however, will include many other items of 
cost over and above the cost of the ships. If there is to be a require- 
ment by law that there must be competitive bidding for the construc- 
tion of the ships, then the entire concept of this bill is altered. Ob- 
viously, no shipbuilder who prepares a design at his own expense is 
going to make it available to a competitor and give that competitor 
a chance to bid on it. As it is, there will be plenty of competition 
without injecting this amendment. 

This bill should concern itself with obtaining the best possible pro- 
posals from private operators for time charters. ‘The Government is 
not to procure the ships. This is a matter that should be left to the 
ship operators. 

Congress should not try to tell them how to do their business. The 
operators must live with these ships after they come off charter. 

There may be reasons why they would not wish to obtain the 
cheapest price if it involves an inferior vessel. The only thing that 
counts is that the Government get the lowest charter proposals that 
an owner is willing to submit. it you tell an owner how he is to go 
about competing with his competitors you are interfering with the 
operation of private enterprise and you may not get as good a result 
as if you left him alone. 

The cheapest ship to build may not result in the lowest time charter. 
Extra quality build into the ship now will show up in first cost and 
may save in maintenance and insurance cost, which are integral parts 
of the time charter rate. 

The ability of the ship to compete in the tanker market after coming 
off charter to the Government will have an important influence on the 
amount of writeoff a time charter bidder will figure on. 
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Features built into the ship to produce a more favorable postcharter 
competitive situation may result in higher first cost, but the time- 
charter bid might be less on account of the quality features. You 
simply can’t meddle with the details on which competitive charter is 
based and get the best results for the Government. 

For these reasons, this amendment should by all means be deleted. 

Mr. Ketiener. Are you speaking, Mr. Strohmeier, of “D’ on 
page 3 of the bill? 

“ht r. SrrouMEreER. I don’t have the bill in front of me. 

Mr. Ketuieuer. If you are, I don’t understand it [indicates]. 

Mr. Stroumerer. No. I am talking about—— 

Mr. Ketueuer. This portion here [indicating]. 

Mr. Stroumeter. The amendment that was introduced on page 2, 
section 2. 

Mr. Ketiener. Well, that amendment was merely inserted in the 
wrong place. 

Mr. Stroumerer. That is what I am coming to. 

Mr. Ketxiener. That is merely in the wrong place in the bill. 

Mr. StrouMeErER. Well, I am glad to hear that. 

If it is the intent that a competitive bidding requirement be inserted 
in the bill, then it should be made clear that it salah specifically to the 
time charters in the manner proposed by Admiral Denebrink. 

Mr. Suorr. Yes. 

Mr. Srroumerer. A third amendment would further limit the 
charter rate so as to prohibit recovery of more than two-thirds of the 
construction cost of the ship. 

In my opinion, such an amendment is unnecessary and unfair. 

Competitive bidding among the ship operators should take care of 
the matter of reasonableness of the rate and for that reason I feel that 
not even a $5 limitation is necessary or desirable. 

However, to provide the additional limitation through the amend- 
ment prohibiting more than two-thirds recovery can only serve to 
penalize a thrifty and resourceful operator by removing his incentive 
to operate at the lowest possible cost. 

It seems to me every encouragement should be provided to an operator 
to operate as efficiently as possible and if he is good enough to obtain a 
charter by submitting a low bid in competition with other operators, 
then he # Shee be entitled to keep, except for income taxes, anything 
he can save through economical operation. 

The business of bidding for charters is a complex one and should not 
be subject to hampering restrictions. The bidding on these charters 
will involve a special set of difficulties. In the first place, the minimum 
speed requirement of 18 knots is about 1 knot faster than tankers of the 
size contemplated can be economically operated in commercial com- 
petition. These tankers will be relatively high-powered, fine-line 
vessels, and will cost more per deadweight ton than their strictly 
commercial counterparts. 

Another factor is the kind of cargo these ships are likely to carry. 
The economical age of a tanker can vary from 13 or 14 years to about 
20, depending on whether it is in so-called clean trade or dirty. At the 
end of a 10-year charter, with the Navy, the owner may or may not 
have expensive structural repairs, depending on the kind of cargoes he 
shall be required to carry and the degrees of corrosion resulting from 
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When his ship comes off Navy charter, he must face commercial 
competition with foreign-flag operators, and with a ship in which some 
commercially competitive features have to a degree been sacrificed to 
national defense features. 

The two-thirds amendment can’t serve any useful purpose. If 
bidders see their way clear to submit proposals that result in less 
than two-thirds recovery the amendment will not come into play. 
If the amendment should prove so burdensome that no one bids, 
then nothing but obstruction will have been accomplished. 

In any event, it seems to me no good can come from such an 
amendment. 

The fourth amendment would give the Secretary of Commerce a 
voice along with the Secretary of the Navy in determining whether 
transfer of registry is in the national interest. There should be no 
objection to this amendment, as the Secretary of Commerce is nor- 
mally the one who makes decisions under existing law in the matter 
of vessel transfer. 

I appreciate, Mr. Chairman, the opportunity to present my 
thoughts on this legislation on which the future of our shipbuilding 
mobilization base in this country may well depend. 

Mr. SHarer. Thank you very much. 

Mr. Vinson. Mr. Chairman, may I ask him one question? 

Mr. Suarer. Mr. Vinson. 

Mr. Vinson. Mr. Strohmeier, from the statement you just made: 
To sun it up, you don’t think very much, then, of this new approach 
in the construction of tankers. 1 would ask you what do you think 
about the old method by which tankers have keretofore bee provided 
by the Government, by the Government building them? 

Mr. Srroumeter. I believe very strongly in the basic approach 
provided by this legislation. 

Mr. Vinson. Yes, sir, I understand, the basic approach, but when 
we put all these “‘ifs’’ and ‘ands’’ in it, you don’t look with much 
favor on it. 

Now, what is your attitude with reference to the Government 
doing business like it used to do, building its own tankers and owning 
them? 

Mr. Srroumerer. Well, in my opinion, Mr. Vinson, there are 
several factors that weigh against the Navy’s building the ships 
directly. 

In the first place, there is the question of construction cost. 

In my opinion, each 25,000-ton tanker built for the Navy would 
cost at least $2 million more than if built for a private operator. 
This is not a reflection on the Navy, for their experience is on the 
more complex types of vessels where special procedures, standards 
and inspections are an essential part of the work. 

Mr. Vinson. In other words we would get $2 million more valuable 
piece of property than we would if it were built by private industry, 
then? 

Mr. Srroumetrer. I don’t believe it would be more valuable for 
the purpose intended. The purpose is to carry a deadweight of 
25,000 tons at 18 knots. I don’t believe that the increased cost 
that we would anticipate if we built directly for the Navy would 
enhance the primary value of the ship. 
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Mr. Vinson. You mean by that, then, the constant scrutiny and 
the change of plans and the inspection would run it up about $2 
million more than if it were being built by private industry? 

Mr. Srroumeter. That is my estimate. 

Mr. Vinson. On the same theory that the housing administratior 
when it builds a house has its inspectors there? But at the same 
time, it enables the house to withstand far better the tornadoes and 
it will probably enable the ship to stand up a little bit better in 


high seas. 

‘Mr. Srroumerer. don’t believe—— 

Mr. Vinson. Because you don’t take chances that private industry 
would take. You said, “There is no use of putting all these bolts 
and screws in it, it is just wasting time, and money, it will get by 
without it.” 

It might get by. The Navy says, “We can’t afford to take any 
risks, therefore, we put them in.”’ So the sum and substance is you 
will have a far better ship, but it might have cost a little bit more and 
might stand up more under stress. 

{r. Srroumerer. If I may comment on that, Mr. Vinson, I don’t 
believe that you will find any fundamental difference in the reliability 
of the machinery or in the structural integrity of a hull. This will be 
refinements omitted from a commercial tanker that one would normally 
expect to find on a Navy tanker. 

Mr. Vinson. Now, if the Government builds these ships, will there 
be much competition in the yards? 

Mr. Srroumerer. Oh, yes, there will be a great deal of competition 
under the present proposal. Because as I say, the prospective 
bidders—— 

Mr. Vinson. From your statement, if these amendments go in 
there, there won’t be much competition and the bill practically doesn’t 
insure a tanker program. 

Mr. Srroumeter. Well, there will certainly be a great deal of com- 
reese within the shipbuilding industry in presenting to prospective 

idders of time charters—— 

Mr. Vinson. That is right. In other words, you would tell the 
charter people that you will build these ships for so much and with 
such plans and specifications. You would work that out yourself. 
So your thought could be incorporated into their proposal. 

Mr. Stroumerer. Right. 

om Vinson. In the hope that some of your yards would get the 
work. 

Mr. Srroumerer. In the meantime, that same person to whom we 
submit a proposal will go to some other shipyard to see if he could do 
a little bit better. There will be a great deal of shopping around. 
And as a result of that shopping around, then the ship operators will 
in a position to submit a proposal to the Navy to bid on the time 
charter. 

Mr. Vinson. Do you think these yards are going to let a proposed 
ship operator get all their plans and specifications and then go out to 
some other shipbuilder and tell him and see what cut prices you are 
going to get on it? 

You will say, “No, we will give you all the information and you 
have to fight—you can’t give our type of ship and our plans.” Be- 
cause you see, there is no standard by which to build these ships. 
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Mr. Srroumeier. The other shipbuilder, however, will have de- 
veloped his own plans. 

Mr. Suort. Might I ask a question? 

Mr. Suarer. Mr. Chairman? 

Mr. SuHort. Suppose we pass this bill, and the Government hires 
Bethlehem to operate the ship over a 10-year period, and war comes 
on a year or two from now, and your ship goes down to the bottom. 

Who is going to suffer that loss? 

Mr. Stroumerer. Well, presumably, the ship ~would be covered 
by war risk insurance. The ship I assume would have the status of a 
private ship. It would be a private loss. 

Mr. SHort. It would. . 

Mr. Stroumeter. That depends upon the details of the time 
charter. 

Mr. SHort. So you have to figure in insurance along with your 
taxes and other things. 

Mr. Stroumetrer. Oh, yes. 

Mr. Vinson. And it will be a private ship and it will be in court 
for time indefinite. 

Mr. Saort. That is it. Endless litigation. If the Government 
owned it, of course, the Government would take the loss. 

Mr. Srroumeter. If the Government owned it, the Government 
would take a 100-percent loss. 

If the private operator lost it, the Government would lose only its 
time charter. 

Mr. Suorr. That is all? 

Mr. StroumMerer. Up to that point, and he would have had the 
service of the ship up to that point. 

Mr. Suorr. So you operators are taking a pretty big risk; are you 
not? 

Mr. Srronmetrer. Well, that is what the insurance industry is for, 
to spread those risks. 

Mr. SHort. That is right. 

Mr. Srroumeter. | would like to comment a little further on this 
subject of Government-ownership because I think 

Mr. Vinson. I observed that. You are well prepared on this. 
You have it all written out. Go right ahead. 

Mr. Srroumetrer. I was here last week, Mr. Vinson. 

[Laughter.] 

Mr. Srronmeier. And I rather anticipated. 

Mr. Vinson. Go right, ahead. 

Mr. Suort. He has anticipated. 

Mr. Srroumetrer. I was saying that my estimate of $2 million more 
per ship is no reflection on the Navy. 

Mr. Vinson. That is right. 

Mr. Srroumeter. As far as I know, the Navy has never had 
cognizance over the construction of a purely commercial type of 
seagoing vessel and it would be a miracle if the Navy without prior 
experience in this field could produce a result as at low a price as 
can commercial people who have spent years developing standard 
procedures, and inspection dedicated to the sole objective of produc- 
ing a thoroughly reliable vessel at the lowest possible cost. 

There is a little change of objective as between the Navy’s approach 
and the commercial owner’s approach. 
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Mr. Snort. The Navy is not going to build these ships under any 
circumstance. 

Mr. Srroumeter. No, but—— 

Mr. Sort. It will be built by your private industry. 

Mr. Srroumeter. If the Government were to own the ships, the 
Government would most certainly control the design and the specifi- 
cation. 

Mr. Vinson. After consultation with the people who have had 
experience. And if you have had experience to justify that your 
thought is the proper one, why, don’t you know, the Navy would 
adhere to your thought. 

Mr. Suorr. Sure. 

Mr. Srroumerer. Well, I might give you an example right now. 
We are building at Quincy a navy oiler. 

Mr. Suort. A what? 

An oiler? 

Mr. Srroumeier. It is an oiler. It is a litthe more complex type 
of ship than what we are considering here, but, nevertheless essentially, 
it is a tanker. It is a 25,000-ton tanker. And it will have 2 knots 
more speed than what we are talking about for these ships. 

The machinery that has been specified for those ships is all to 
Navy’s standards and the cost—when you go to a vendor like General 
Electric or Westinghouse or a similar vendor, he will quote you about 
50 percent more for the same machinery built to Navy standards 
than he will for equivalent power to commercial standards. 

The ship will have Navy standard electric cable in it, for instance, 
which is very much more costly than commercial. 

Mr. Snort. Well, that may be true. 

Mr. Srroumeter. It is quality, to be sure, but it doesn’t mean 
that the ship is going to run any longer or any more efficiently than the 
commercial job. 

Mr. Snort. I don’t know about that. I know one thing: if the 
cable is a little bit stronger than you use there, and they will put a 
test on it, it might do that, and it might not. But one is taking the 
risk and the other is not taking the risk. 

Mr. SrrouMEtreEr. Yes. 

Mr. Snort. That is it. 

Mr. Srroumeter. Right. 

Now, there is another factor which I think favors private ownership 
and operation. What the bill would accomplish is to bring these 
important ships into being on a basis on which the Government would 
pay less than the full cost of the vessels. Atethe end of 10 years, the 
ship must remain under American flag unless the Navy and Com- 
merce Departments agree otherwise. Therefore, the ships will be 
available to the United States in emergency in the same manner as 
our other American-flag vessels. 

Therefore, the Government would have the availability of the ships 
for as long as the Government wants it and at a cost less than the 
commercial cost of the vessels. 

If the Government builds the ships directly, the first cost will be 
more and the Government will have to pay all of it. There is no way 
in my opinion for the Government to build directly except at an 
increased cost of $2 million per ship, or $40 million for the program, 
plus an unamortized amount of about $50 million if the ships are 
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privately owned, assuming only two-thirds recovery is realized on a 
per ship cost of $74 million. 

Thus, the increased cost to the Government between Government 
ownership and private ownership as contemplated by this legislation 
will amount to about $90 million. And if economy to the Government 
is an objective, there is no case that I can see for Government owner- 
ship of these vessels. 

Mr. Vinson. Well, your figures don’t jibe with those of the admiral. 

Mr. SuHarer. I am sorry, but Congress is in session and we must 
recess. 

Tomorrow morning at 10 0’clock. 

(Whereupon, at 12 o’clock noon, an adjournment was taken, the 
committee to reconvene at 10 a. m., of the following day, Thursday, 
June 3, 1954.) 


House or Representatives, 

Committers on ArMeD Services 
SuscommitTes No. 1, 

Washington, D. C., Thursday, June 3, 1954. 

The committee met at 10 a. m., Hon. Paul W. Shafer, chairman of 
the subcommittee, presiding. 

Mr. SHarer. The committee will come to order. 

Members of the committee, this morning we will continue considera- 
tion of S. 3458, a bill to authorize the long-term charter of tankers by 
the Secretary of the Navy. 

We have heard extended testimony from Secretary of the Navy 
Thomas and from Admiral Denebrink, Commander of the Military 
Sea Transportation Service. 

Also, yesterday we heard from Mr. Strohmeier, vice president of 
Bethlehem Steel, and today we will hear from other nongovernmental 
witnesses, the first of whom will be Mr. Marvin Coles, an attorney of 
Washington, D. C., who wishes to discuss section 2 (b) of the bill, 
boar relates to the proposed charge of $5 per dead-weight ton per 
month. 

Mr. Coles will be followed by Mr. Gordon Duke, a tanker owner, 
and Mr. O’Connell of the Quincy (Mass.) Chamber of Commerce. 
Other witnesses may also be heard, if we can get to them. 

Mr. Cotes. Mr. Chairman? 

Mr. SHarer. Mr. Coles. 

Mr. Cotes. My name is Marvin Coles. I am an attorney spacial- 
izing in maritime affairs. 

Several of my clients are tanker owners who are interested in this 
bill, as potential bidders under the bill if it is enacted into law. 

May I preface my remarks by saying that my clients favor the enact- 
ment of the pending legislation. We think it desirable in that it will 
bring into the Government use a normal commercial practice in the 
chartering of tankers. Second, we believe the bill is desirable in that 
it will enable the Navy to optain highly needed high-speed large 
tankers; it will enable American shipyards to continue in operation; 
it will provide work for American seamen; and it will maintain opera- 
tion of these tanker vessels in the hands of private operators. 

My principal purpose in appearing today, however, is to offer a 
suggested amendment to section 2 (b) of S. 3458, which my clients feel 
is necessary if the bill is to have any practical effect. 
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Unless the clause is amended, the bill they believe may become 
largely academic, as they believe that many owners would be unwilling 
to bid. to supply the ships for long-term charters and many financing 
institutions would be unwilling to advance the necessary funds for the 
construction unless such amendment is included. : 

And may I say at the outset, Mr. Chairman, we don’t object to the 
$5 clause as such. We are not seeking any higher amount in order to 
increase profit, but merely to allow for escalation clauses over the 10- 
“eye e of a charter and the 2-year period of construction provided 

the bill. 
N ow, if I may invite the attention of the committee to saction 2 (b), 
which reads that: 

The hire stipulated with respect to any vessel in any charter party entered into 
under this Act shall not exceed an average rate for the life of the charter party of 
$5 per deadweight ton per month. 

Now, we feel that this $5 rate under present conditions is fair and 
reasonable. 

We will make bids below that rate. I can’t commit my clients, but 
that is certainly their intention, to make bids below the $5 rate. 
One of my clients presently bas 4 super tankers on 5-year charter to 
the Navy at a $3.90 rate, which Admiral Denebrink, I believe, has 
mentioned in his testimony. 

Now, the difficulty arises from the fact that this $5 maximum ceiling 
makes no allowance for escalation should operating costs increase 
over the 12-year period. 

Now, let me break down that a minute. We are talking in this bill 
of time charters and under a time charter we supply to the Navy 
not only the vessel but the crew on the vessel and everything necessary 
to make that vessel an operating ship. 

If my memory serves me correctly, the only thing that Navy must 
add is the fuel cost and I believe the port charges. I believe that the 
remainder of operating costs is supplied by the owners of the vessel. 

Now, the income which the owner receives for the charter hire must 
be oo into two parts. The first part is the operating cost of the 
vessel. 

For that amount the owner is merely a conduit. He receives the 
money as the charter hire, then be pays the crew, then he pays sub- 
sistence cost, then he pays maintenance and repair costs. 

In other words, that money comes in and then goes out. 

The remaining part of the charter hire is the money which he 
receives to pay off bis ship. That is the money which he must receive 
in order to amortize the investment he has made in that vessel. 

Now, for example, let me take the $3.90 charter hire which we have 
on the vessels now to MSTS. 

If my memory serves me; there is $1.65 for operating costs and 
$2.25 spinoff for partial amortization of the vessel’s cost. 

Mr. Vinson. For capital investment. 

Mr. Covers. The capital investment, Mr. Vinson; yes, sir. 

Now, the operating costs of American-flag ships have increased 
tremendously in the past 10 years—inflation, wage increases, increases 
in repair costs, increases in food costs having all greatly increased our 
costs in the last 10 years. 

I have no way of saying what the next 10 years will bring. It may 
bring higher costs, it may bring lower costs. In the event it brings 
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lower costs, my clients desire is that the charter would have an escala- 
tion clause downward and any benefit in savings in operating costs 
would accrue to the Navy and to the Government. 

That is only fair. 

Conversely, any increase in costs we feel should accrue to increases 
in the charter hire. 

And may I point out that that does not mean we receive any more 
profit, nor does it mean that we receive any more payoff, amortization 
for the ship. It merely means that we will be reimbursed for any 
additional costs which we must make for greater operating costs over 
the 10-year charter period. 

Mr. Vinson. Mr. Chairman, may I interrupt him right there? 

Mr. SuHarer. Yes. 

Mr. Vinson. 

Mr. Vinson. Then the escalator clause should only apply to the 
operating costs. 

Mr. Cotes. Precisely, sir; and that is all we have in mind, precisely. 

Now, I would like to point out that if we come into a period of 
further emergency or war increase—at which time these tankers will 
mean the most to the Government—the probabilities of increased costs 
are the greatest. 

In other words, not only do we have the normal inflationary trend 
to worry about, but we also have the possibility of at the time when 
these ships are most needed costs will go most high. 

Now, let me give a hypothetical example of how this $5 charter rate 
ceiling might work and in this example point out what worries my 
clients. 

Suppose a contract were made with the Navy at $4.50 per ton, and 
I am taking a figure from the air. 

Now, assume in that hypothetical example that $2.50 of this cost 
represented payment for the ship and $2 represented operating costs. 

Now, to the extent that operating costs increased 50 cents a ton 
per month, there would be no problem. We would be up to the $5 
mark. The minute they increased more than 50 cents per deadweight 
ton per month, we would be in real trouble. Because the $5 ceiling 
ps be an absolute limitation and yet our operating costs would go 
above it. 

In other words, the amount available to amortize the ship would be 
a great deal less. 

Now, this has two problems.. First of course it makes the ente:- 
prise greatly risky for the shipowner. And second, it makes it 
difficult, if not impossible, to finance the construction of a ship. 

The reason for that is that the banks and the insurance companies 
who put up a substantial portion of the moneys for ships of this kind 
rely upon the spinoff to the ship, the amortization amount. 

Now, they must have a fixed amount which they know they are 
going to get every month in order to make a loan. In the absence of 
this escalation clause, which will guarantee such fixed amount, it 
might be substantially reduced in direct proportion to the increase in 
operating costs over the $5 limit. 

And the banks are just unwilling, I am told, to go along with such 
financing, with this risk before them. 

Now, again, before proposing the actual amendment, Mr. Chairman, 
may I point out again that the suggested escalation clause would in 
no way increase the profit to the owner. 
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Any escalation clause would only be to meet increased operating 
costs which he, the owner, must pay. 

Mr. Vinson. May I ask a question there? 

Mr. Cougs. Yes, sir. 

Mr. Vinson. Mr. Chairman? 

Mr. Suarsr. Mr. Vinson. 

Mr. Vinson. Would it not have a tendency to cause ap owner to 
hesitate to drive close bargains with the union as to the price that they 
pay the employees? 

Mr. Coss. I don’t think so, sir. 

Mr. Vinson. Because you wouldn’t be concerned as to how much 
wages they would get, because you would say, “it doesn’t make a bit 
of difference; it doesn’t come out of our pocket.” 

Mr. Co uss. Sir, I certainly—let me put it this way, Mr. Vinson. 
Union agreement is a lot broader 

Mr. Vinson. What? 

Mr. Coxes. The union agreements are a lot broader than any 
individual group of 20 ships. Now, I am certainly not a labor man 
and I hope you will take my remarks with that caveat. 

Mr. Vinson. Yes; I understand. 

Mr. Cotes. But my understanding is, Mr. Vinson, that your wage 
rates are set at a general level. 

Mr. Vinson. That is right. 

Mr. Cotes. For the whole segment of the industry, namely, the 
tanker segment of the industry, and what you would get would not 
be only any individual bargaining with the unions on these individual 
ships. 

But they would merely be covered by tbe general union contract for 
tankers. So I do not see how that effect would be felt. 

Mr. Vinson. But you would not be concerned at all whether they 
are up or down. 

Because if it were up, why it would be paid by the escalator clause 
and if it was down, why, then it would accrue to your benefit because 
you would be following your $5. 

Mr. Cotes. To the extent—— 

Mr. Vinson. Or your $2. 

Mr. Coues. Excuse me, sir. To the extent that we could control 
wage costs, I know we would do everything we possibly can to keep 
them to a minimum. 

Mr. Vinson. Then, Mr. Chairman, may I ask this? You are not 
taking any risk at all. You are just saying that you will operate 
these ships with your two-thirds investment being ultimately paid 
back to you and it is a certainty that you can’t lose any money. 

Mr. Cours. Mr. Chairman, Mtr. Vinson, I can’t agree with that 
approach. And if I may, I should like to explain why. We are 
dealing here with an investment of approximately $7% million, At 
the end of 10 years, we will have left in the ship $2% million. So 
what the owner is doing is he is today paying $2 million for a ship 
to come back to him for whatever use it may have at the end of 10 

ears. 
, Mr. Vinson. It has half of its life. 

Mr. Couss. Sir, I am going to take issue, if I may, with that, and 
say that the tanker life of 20 years is not in my opinion a true one when 
it will be operated as the Navy will probably operate these vessels. 
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Now, I do not mean that they are not efficient operators. They are. 
But these vessels will, I presume, at least have half their life in the 
so-called clean trades. Now, the corrosive effect of carrying clean 
oils is tremendous. I believe—and this is secondhand with me— 
that one of the major oil companies puts its tanker life between 13 
and 20 years, depending on the extent to which clean oils are carried 
in the vessel. I think, sir, it is not quite true—and I say I certainly 
would not agree—that there is a 20-year life. 

More important than that, Mr. Vinson, is the economic life. What 
we are doing is we are in effect paying $2 million for a tanker to be 
delivered to us free and clear in 10 years. 

Now, that tanker may or may not be worth more than $2% million 
because the value of a tanker depends on its earning capacity, and we 
do not know and can’t predict what the earning capacity of that 
vessel will be in 10 years. 

Now, as an example, suppose you had bought a tanker 10 years 


At that time, if memory serves me correctly, the T--2 cost about 
$2% million, and if memory serves me again, the Government sold 
them for $1.8 million. 

Now, suppose you had bought them at the cheaper Government 
price of $1.8, and suppose you had got even back $600,000—me, 
two-thirds of that, or $1,200,000. You would presently have in the 
vessel $600,000. If that vessel had been used in the clean trades 
half of that 10-year period alone, I think I can say without fear of 
contradiction that that vessel would not be worth $600,000 today. 

Now, if that is—excuse me. 

Mr. Vinson. May I ask another question. 

If we are getting ready to go to war, or we were in war, the value 
of the tanker would go up. 

Mr. Cours. It certainly would, sir, except for this one thing 

Mr. Vinson. Therefore, you would have a very valuable piece of 
property for which the Government had to pay two-thirds of it. 

Mr. Cours. Mr. Vinson, if you will please forgive me, sir, I am 
going to take issue with you again on that, and my reason for it is 
this: Under the law, the Government has the right to requisition these 
vessels at a price not enhanced by the need for the taking. In my 
legal opinion at least, if the Government were to need that vessel for 
emergency or war at the end of 10 vears, they would take ‘t for $2% 
million and I don’t see how I could object. 

Mr. Vinson. Then, if that be true, and the likelihood they would 
do it, then, why shouldn’t they start off with original ownership? 

Mr. Co tgs. Sir, I think if vou take original ownership we run across 
this problem. Suppose the Navy were to buy these tankers, and sup- 
pose the Navy were to pay $7% million apiece for them. At the end 
of 10 years, the Navy would own them, true, but the Navy would have 
an investment in these tankers of $2% million apiece. 

Now, if the Navy needed them for the future, then perhaps that 
would be a good investment. On the other hand, if the Navy did 
not need these tankers, they would be stuck with $24 million in each. 

Mr. Vinson. Well, Mr. Chairman, may I say this. I assume that 
the Maritime Commission thinks they need those tankers because they 
have a trade-in bill pending in the committee right now to trade in 
and to buy back and put in the reserve. 
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Mr. Cougs. Mr. Vinson, I can only answer that in this respect. I 
have been a member of the tanker advisory committee which drafted 
about a year or year and a half ago certain suggestions, one of which 
was the possibility of a tanker trade-in bill. And while that recom- 
mendation was made, I personally dissented from it, on this basis. 

I don’t think there is any real purpose served by it. I can only say 
this. We have today the authority and have had for, I think, 2 years, 
to trade in 12-year old vessels. 

Mr. Vinson. That is right. 

Mr. Cotes. And we have a good many 12-year-old vessels. 

Mr. Vinson, I havé not seen any company beating a path to the 
Maritime Administration’s door to trade in any of the 12-year-old 
vessels. 

Mr. Vinson. Well, but this is for 10 years trade in. 

Mr. Cotes. Sir 

Mr. Vinson. They certainly want to trade in, because the bill 
wouldn’t be up before the committee and hearings wouldn’t be going 
on, recommended by the Secretary of Commerce, to trade in tankers. 

Mr. Cotes. All I know, is this, sir, that there must be—— 

Mr. Vinson. And get the title in the Government. 

Mr. Couzs. No, sir. 

Mr. Vinson. The trading in is for the purpose of getting the title 
in the Government, and put the ships in the reserve. 

Mr. Cotes. That is correct, sir. 

Mr. Vinson. Exactly. 

Mr. Cores. But Mr. 

Mr. Vinson. And right here, we are trying to do entirely the 
opposite approach, 

Mr. Cours. Mr. Vinson, let me put it this way. You are making 
an assumption with which I personally—and this is purely a matter of 
opinion—cannot agree and that is that there will be trade-ins at the 
10-year basis. 

Mr. Vinson. All right. The law is going to be there. The oppor- 
tunity will be there at least. 

Mr. Cotes. And the opportunity is there today, sir. 

Mr. Vinson. Well—— 

Mr. Cougs. On a 12-year basis. 

Mr. Vinson. Well, it is trade in on 12 years. That is a big differ- 
ence on tankers. 

Mr. Cours. Excuse me. I received yesterday, sir, a bulletin issued 
by the office of National Shipping Authority and Government Aid of 
the Maritime Administration, dated June 1, and this is a list of United 
States tankers reported laid up. 

And I see here that there were 84 United States tankers equaling 
1,253,000 tons, deadweight tons, in layup. In addition to that, they 
know of 93—and I believe the figure is 93, it is a bit obscured here— 
foreign-flag tankers in layup, totaling 984,000 tons, deadweight tons. 

Mr. Vinson. How many tons is laid up now? 

Mr. Cougs. Well, according to this figure, the American is 1,253,000. 

Mr. Vinson. How many tankers does that represent? 

Mr. Couxs. That represents 84 American tankers. 

Mr. Vinson. There are 84 American tankers that are privately 
owned that are in reserve, of those corps. 

Mr. Coxss. That is right, sir. 
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Mr. Vinson. That are 10 vears of age. 

Mr. Couss. No, sir; I beg your pardon. I don’t know the ages of 
these tankers at all. 

Mr. Vinson. Well, that makes a big difference. 

It may be 20 years old and be »bsolete and out of date. 

Mr. Cours. Mr. Vinson, I can give you this breakdown, sir. There 
are 16 Liberty-type tankers which are—— 

Mr. Vinson. Just put that in the record. 

Mr. Coxss. If you would like, I will be glad to. 

And there are—-~ 

Mr. Vinson. Pardon me for interrupting, Mr. Chairman, but I was 
just thinking along the lines he was going into. Go ahead. 

Mr. Cotes. May I put this in the record, if you would like, Mr. 
Vinson? 
(The information is as follows:) 
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Total laid-up tonnage worldwide 
United States: 


Foreign flag: 

Total: 


Mr. Cotes. What I am getting at, sir, is this indicates one thing to 
me. These tankers are being laid up at the expense of private Amer- 
ican operators. They are available if the Navy needs them. Under 
the suggestion you make, sir, and there is certainly merit in it—— 

Mr. Vinson. And, Mr. Chairman, that is the reason there is a trade- 
in bill right here on the next floor. 

Mr. Cores. Sir—— 

Mr. Vinson. Because there is something that we are going to trade 
in, buy them, and put the title back in the Government, and then put 
them in the reserve. 

Mr. Cotes. Sir, I think you will find that most of these T-2’s have 
at least two-thirds of their capital cost written off. I would certainly 
think so. 

Now, if you can’t make money with a T-2 with two-thirds of its 
capital cost written off, how in heaven’s name can we make money 
building new tankers? 

In other words, I just don’t have any personal confidence in the 
trade-in bill, because I can’t see how you will make any money. 

Mr. Vinson. Well, Mr. Chairman, may I ask him this: Then you 
will admit there is a conflict in philosophy of the two bills? Here is a 
bill now for trade-in and to take the tankers out of the private owner- 
ship and put them in the Government, and here is a bill for the Gov- 
ernment to charter and not to own. 

Mr. Cougs. No, sir; I disagree. 

Mr. Vinson. All right. 

Mr. Cotes. I think both bills have the same result, in this respect, 
that under the pending bill for every new privately owned tanker put 
to the Government, we are going to have two T-2’s owned by the 
Government put into the reserve. So the result is precisely the same. 

The only difference is the Government owns these T-2’s, and are 
operating them now, and in the trade-in bill the private companies 
own these vessels and the Government would take them over. 

May I go one step further and say here is the conflict that bothers 
me most, Mr. Vinson, by this approach. In the past several weeks, 
I have listened with interest and read with interest the hearings of 
the Allen subcommittee of the Merchant Marine Committee, which 
have been telling MSTS, “Get out of Government ownership with 
these vessels, and use privately owned vessels.” 

I had assumed this bill was an attempt to do just that. _ 

Mr. Vinson. And yet, at the same time, the same committee is 
advocating a trade-in policy. 

Mr. Couzs. Sir, the trade-in policy has been on the books since 
1936, Mr. Vinson. It merely gets new ships built. This will get new 
ships built, and for that reason I think the bills have the same ulti- 
mate purpose. 

May I continue, sir? 


Mr. Vinson. (Nods head.) 
Mr. Coues. Now, as I previously mentioned, the proposed escala- 
tion clause will not increase the profit to the owner. It merely pro- 
tects him against rises in costs. Now, I would like to present the 
amendment in two alternative forms. he first would be that section 
2 (b) of the act be amended by striking the period at the end thereof, 
and inserting thereafter—would you strike that, please. 

I find, Mr. Chairman, that I have made my amendment to the 
bill as it came out from the Senate committee, rather than as amended 
on the floor, by the first proviso clause. So may I merely read the 
language and subsequently give Mr. Kelleher the change in the 
amendment? 

The amendment’s language would be as follows. 

The first sentence would then read: after the words $5 per dead- 
weight ton per month would be added the words “Based upon the 
operating costs of the vessel as of the time of entering into the charter 
contract as estimated by the Secretary of the Navy or his designee 
and subject to escalation upward and downward in accordance with 
changes in operating costs.” 

Now, as an alternative to that language, may I suggest, again, that 
after the words “$5 per dead-weight ton per month” be incorporated 
the words ‘Provided, however, That the charter party may contain 
an escalation clause authorizing a higher rate to the extent that 
operating costs under the charter party shall increase over and above 
operating costs as of the time of entering into the charter party.” 

Mr. Ketuener. These are alternative provisions? 

Mr. Coxers. Either one, Mr. Kelleher; yes, sir. 

Mr. Vinson. Now, read that over again, please. I didn’t follow you. 

Mr. Co.es. Of course, sir. 

The first would be: after the words ‘$5 per dead-weight ton per 
month,” which is the ceiling limitation— 
based upon the operating costs of the vessel as of the time of entering into the 
charter contract as estimated by the Secretary of the Navy or his designee and 
subject to escalation upward and downward in accordance with changes in 
operating costs. 

Mr. Vinson. Mr. Chairman, may I ask him one question? 

Mr. CunNINGHAM (presiding). Go right ahead, Mr. Vinson. 

Mr. Vinson. That simply means the escalator phase of the con- 
tract would be on operating costs only. 

Mr. Cotes. Precisely. 

The alternate, Mr. Vinson, would be, and this is in lieu of — 

Mr. Vinson. And at the same time, that assures the operator that 
he can’t lose. 

Mr. Cours. Sir, I disagree. 

Mr. Vinson. He is not taking any risk whatsoever. 

Mr. Cotes. Not at all, sir. 

a Vinson. Because—why isn’t he? How is he’ going to take a 
risk? 

Mr. Coues. For this reason. The operator is coming in here, and 
saying, “I am putting $7 million into a ship.” 

Mr. Vinson. And we are paying him back 66% percent of it in 
rental. 

Mr. Cores. You are paying him back $5 million. 

Mr. Vinson. That is right. 
42066—54—No. 97 —6 
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Mr. Cotes. Now, all this does is insure that he will get $5 million 
back. It doesn’t insure him 1 nickel more than $5 million. And if 
his contract is for less than $5 million, as it may well be, then he would 
only get back that amount. But let us say $5 million is what he would 

et back. 
“ Now, there isn’t a nickel in profit in that $5 million, Mr. Vinson. 

Now, what happens: At the end of 10 years, he still has $2% million 
in this mass of steel and engines. He hasn’t made a profit. The only 
profit he can possibly make under this bill, if I am correct, is if the 
vessel has a value at the end of 10 years of more than $2% million, 
and if the value of that vessel is less than $2 million, he can lose his 
shirt. And this escalation clause won’t in any way affect his profit. 

Now, may I add one thing further? 

Let me say at the end of 10 years this man has a vessel worth $24 
million. Now, let me assume, which I do not agree with you, but 
let me assume, Mr. Vinson, that you are correct in saying this vessel 
has a 20-year life. It costs $744 million. 

So under your hypothesis, sir, you would have a vessel worth 
$3,750,000 at the end of 10 years. 

The total net profit, therefore, would be $1,250,000, the difference 
between the value of $3,750,000 and $2% million. Now, that profit, 
sir, on a $7% million investment over a period of 10 years is less than 
T can get on sound mortgage bonds or stock investments today. 

Now, if anyone can tell me where there is a great profit there, | 
don’t see it. 

Mr. Vinson. Well, if what you say is correct, then, why are you 
going into this business, then? 

Mr. Cotes. Sir, I am on the periphery of this business I am a 
shipping lawyer. I do not own ships. I have never owned any 
interest in a ship. And I don’t have the money involved. But if I 
did, I wouldn’t invest in this type of business. Unless you are in the 
shipping business, it makes no sense whatsoever. 

Sir, 1 wouldn’t invest a nickel of my own money in one of these 
ships under this charter. 

Mr. Vinson. Have you advised your clients to that effect? 

Mr. Cougs. Sir, my clients are in the shipping business. 

Mr. Vinson. What? 

Mr. Cours. My clients are in the shipping business. 

Mr. Vinson. Then you advise your clients to that effect, but they 
don’t listen to your advice. 

Therefore, they must say there is some gravy, somewhere, or else 
they couldn’t stay in business. 

Mr. Cores. Let me make this clear. My clients are, in the true 
American tradition, in business for profit. 

Mr. Vinson. All right, they have to make a profit. 

Mr. Cores. They plan to make a profit. 

Mr. Vinson. You have to make a profit somewhere. If they 
don’t, they can’t pay the lawyer. 

Mr. Coes. That is right. 

Mr. Vinson. Now, from what you say, they can’t make a thing 
in the world out of this deal? 

Mr. Co ues. Sir, I am not saying that at all. 

Mr. Vinson. What? 
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-Mr. Cours. I say they plan to make a profit, but I don’t think 
there is any enormous profit here, and frankly, I think there is a lot 
less profit than there is——— 

Mr. Vinson. You said if you had your money, you wouldn’t go in 
this kind of a business because there is no profit in it. 

Mr. Cours. Sir, I think you have misunderstood—I have not 
stated it clearly. 

I personally would not go in. 

Mr. Vinson. That is right. 

Mr. Cotes. Because, if I had $10, I think I could invest it better 
in another investment. 

Mr. Vinson. That is right. 

Mr. Cotes. Now, people are in the shipping business, others in 
the real-estate business, others run grocery stores, others work with 
their hands. 

In other words, people make their money and their profit wherever 
they can. And some businesses are a lot more profitable than others. 
Now, these people are in the shipping business. They intend to stay 
init. And that is their business. They got into this. They certainly 
intend to make a profit. 

Mr. Vinson. Yes. 

Mr. Cours. I as an outsider looking on, I would say I would go 
into something else, if I had to. 

Mr. Vinson. You as an outsider and you as a lawyer, from your 
analysis of the contract and anything, can’t figure where your client 
could make a profit. 

Mr. Cotes. No, sir, I don’t say that at all. I say my clients are 
going into this with the belief they will make a profit. 

Mr. Vinson. Do you think their belief will be sustained or will 
they be unable to make a profit? 

Mr. Cours. I would have to say this, sir. If I had a crystal ball 
and can tell you what conditions would be 12 years from now, I could 
answer that. If business is good 12 years from now, if there is a 
shortage of oil carriers, if atomic energy doesn’t replace the normal 
methods of fuel such as oil, if there is or is not a war, then I would 
say I could give you some opinion as to what this will be worth. 

But they are in the continuous business. They have old ships. 
They replace them with new ships. They keep going on. They 
intend to make a profit. 

Mr. CunniINGHAM. I would like to ask the witness a question—are 
you through, Mr. Vinson? 

Mr. Vinson. Yes. 

Mr. Cunnincuam. At the hearing last week, the same question 
came up that Mr. Vinson has been inquiring of you. And I made 
some computation at that time. 

As I recall the figures that were given, the most a shipbuilding 
company, your client, could make on the investment would be less 
than 2 percent, somewhere around 1%. Everyone knows that in the 
normal investment market today he could make much more today. 
So I came to the conclusion that there is a profit in here that is hidden 
and we haven’t found it. We haven’t seen it. There has to be. 

Mr. Corrs. I can only say this, Mr. Chairman, that I will join 
vou in that I haven’t found it, either. I think you have to distinguish 
between people who are in the shipping business, who have a con- 
tinuity of effort over the years, and people like yourself and myself. 
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You and I would not invest in this type of enterprise. I can’t 
speak for you, but I can for myself. I wouldn’t. 

Mr. Cunnineuam, Not invest. I wouldn’t ride on the thing, if 
I could help it. [Laughter.] 

Mr. Cunnincuam. Well 

Mr. Cousgs. It is not, sir—in other words, I can’t agree with Mr. 
Vinson, whom I have agreed with many times in the past years and 
whom, sir, I hope you will understand that my argument indicates 
no disrespect at all. 

Mr. Vinson. That is all right. 

Mr. Coes. I can’t agree with him on two hypotheses which he 
makes. One is that there is a large profit here. I don’t know if 
there is going to be a nickel profit on this deal and I won’t know nor 
will my clients for 10 years. 

Mr. Cunnincuam. There is an expectancy of a profit somewhere 
and the logical place to look for it is in the value of the tanker at the 
end of 10 years. 

Mr. Cotes. That is the key. 

Mr. Vinson. Exactly. 

Mr. Coxes. That is the key. 

Now, if you can tell me, sir, what the value of a tanker will be in 
10 years—actually, it is 12 years because it is a 2-year lag there. 
If you can tell me what the value of the tanker is I will then tell you, 
sir, whether or not it is a profitable or unprofitable investment. 

Let me ask you one question, Mr. Chairman. If you had $2% mil- 
lion, would you put it on the line today, not knowing what it is going 
to be worth 10 years from now, and knowing you can’t get it back for 
10 years? 

Mr. CunnincHam. I can’t answer that, because I never had the 
money and I don’t expect to have it. 

Mr. Vinson. Basing the value of tankers today at 10 years’ life, 
there would be considerable profit, would there not? 

Mr. Cotzs. Sir, I would say there would be a huge loss, 

Mr. Vinson. Huge loss? 

Mr. Cotes. Yes, sir. I can tell you this. 

Mr. Vinson. What? 

Mr. Cougs. A huge loss. In other words, if you had bought a 
tanker 10 years ago at the building cost, which is what you have to 
have today, and if you tried to sell that tanker today, sir, I think— 
_ having paid out two-thirds of it—I think you would lose your 
shirt. 

I am not even—I don’t have any doubt about that, Mr. Vinson, 
in my opinion, and again, I make the caveat I am not a tanker man, 
but from the little I know of the market, you would lose your shirt. 

Mr. Cunnincuam. Let’s come right down to brass tacks. 

Mr. Coues. Yes, sir. 

Mr. Cunnincuam. If there is a loss, they can write it off for tax 
purposes, and after all they don’t suffer losses. It is one of these 
cases where, “* Heads I win, tails you lose,’’ isn’t it? 

Mr. Coues. Sir, if you can tell me how you write it off for tax pur- 
poses, I would like to know. 

Mr. CunnincHam. I am not an expert, but it was brought up that 
day and it looked rather clear at that time. 

Mr. Coxes. Let me see if I can answer that. During the 10-year 
period, we would get back two-thirds of the vessel, 66% percent. And 
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I assume that over that 10-year period we would be permitted to 
amortize two-thirds of our vessel. So at the end of 10 years, we 
would have amortized down to $2% million. And our book cost, our 
real cost—not our tax book figure 

Mr. Cunnincuam. Let’s stop there. I get you. 

Mr. Cougs. Yes, sir. 

Mr. Cunnincuam. Supposing «t the end of that time, the remaining 
one-third, $2% million, is declared worthless. Couldn’t that all be 
written off as a tax loss? 

Mr. Coues. Sir, if that were written off as a tax loss, it would be a 
capital loss I would imagine. Now, as a capital loss, what are you 
going to write it off against? 

Remember, these people are in the shipping business. 

Mr. Cunnineuam. That is just what I was figuring. They would 
have plenty of other things to write it off against. 

Mr. Cougs. If business is bad for tankers, how in the world are 
they going to make money on their other ships? 

In other words, if this 25,000 to 30,000-ton tanker 10 years old is 
valueless at the end of 10 years, has no earning capacity at the end 
of 10 years, what slightest reason do we have to think or believe 
that the others will be worth anything or that there will be any earning 
capacity in the other ships? 

Mr. Cunnincuam. Mr. Hess, any questions? 

Mr. Hess. No. 

Mr. Cunnincuam. Mr. Bishop? 

Mr. Bisnopr. No. 

Mr. Cunnincuam. Mr. Bennett. 

Mr. Bennetr. Well, I would like to ask: If the situation is as 
pessimistic as you think it to be as far as investment purposes are 
concerned, if we pass this legislation, what assurance will we have 
that these tankers will be built which are in the interest of national 
defense? 

Mr. Couss. Sir, I can only say you have no assurance. My clients 
have indicated an interest in building. There are many others whom 
I don’t represent who, I have heard, are interested in building. I don’t 
think you will be killed in the rush. I may be wrong, but I don’t think 
you will be killed in the rush. 

Mr. Bennett. One more question. What objection would the 
industry have as far as you see, then, to following the traditional 
pastes of building these ships like we have built them in the past, 

uilt in private yards but supervised by the Navy and with the title 
to remain in the Federal Government? 

Mr. Cotes. Mr. Bennett, I think you have to get down to two 
philosophies of business. One is private ownership and private profit 
system, which I believe in completely. The other is the Government 
ownership system which, except in isolated cases, I do not believe in. 

Now, if I may follow through for a moment. 

Shipping has traditionally been a private enterprise. Many nations 
have nationalized their fleets. I do not think we should nationalize 
ours. 

Now, in this case, we are not dealing with fleet oilers. We are not 
dealing here with naval vessels in the usual sense. They are not part 
of the fighting force directly. These vessels are to be used to carry 
petroleum products for the Navy, in the same way as a private tanker 
carries petroleum for a private oil company. 
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In other words, I feel this is private industry, not typical Navy. 

Now, may I go one step further? This thought comes to mind. 
Certainly, no one has ever accused the major oil companies of lack of 
sagacity or business acumen. Yet, this is a traditional method used 
by the major oil companies to obtain a large proportion of their 
tanker tonnage. In other words, the major oil companies—and I be- 
lieve this would include all of them, sir—have tankers which they own, 
but they also charter a large proportion of their needs. 

Now, this is exactly what I think should be done by the Government. 
You have certain Navy oilers which handle certain basic Navy needs. 

You have other tankers which are of a commercial type, and which 
I feel should follow the commercial practice and be chartered from 
private American companies. 

Mr. Vinson. May I follow that up, Mr. Chairman? 

Mr. Bennerv. Yes. 

Mr. Cunnincuam. Yes, Mr. Vinson. 

Mr. Vinson. If following your line of thought, why shouldn't we 
do away with our ammunition ships? The ammunition is made by 
Du Pont. Why shouldn’t we just turn that over to private shippers 
and say, “You deliver the ammunition’? 

Mr. Cotes. Mr. Vinson, I hate to get into this constant argument 
with you, sir, but I think 

Mr. Vinson. You are making a good witness and I am glad you 
are so well posted on this. e are very much concerned in what 
you have to say and I think you are qualified to speak. 

Mr. Cotes. Thank you, sir. I will say this. Certainly, ammuni- 
tion used by the fleet, used directly in support of military operations, 
should be carried by Navy ships. However 

Mr. Vinson. Then why isn’t the gasoline and all that just for the 
Air Force just as important as the ammunition? 

Mr. Cores. If I may follow through, sir, and complete my remark. 

I believe the stuff used for direct support, directly, should “é carried 
in Navy ships. However, I daresay—and I would have to turn to 
the Navy representatives for corroboration on this—a large prepon- 
patch of the ammunition shipped today will go on privately owned 
vessels. 

Now, I noticed that yesterday the Navy asked for the bid of two 
Victory ships or better. They were to be sheathed. I presume 
they are to carry ammunition. 

In other words, a great deal of the ammunition is carried in private 
ships, I believe. Now, may I go further and follow your example—— 

Mr. Vinson. We have no Desltagane to build ammunition ships, 
but we must hesitate now to build tankers. 

Mr. Couxs. No, sir. What I say is this. We use privately owned 
vessels to carry ammunition. And I see no reason why we shouldn’t 
use privately owned vessels to carry petroleum. 

May I go one step further. 

You raised the question of Du Pont. Now, certainly nothing is 
more important to our armed services than the munitions. Du Pont 
and others are the munitions makers. They are supplying directly 
to the Navy and to the Army and to the Air Force. And certainly, 
sir, no one would say that when we need new munitions factories that 
the Government should build them, rather than the private industry 
should build them. Our whole Governmental philosophy is based on 
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private ownership. And I believe that same philosophy should go 
to these tankers. 

Mr. Vinson. We have no hesitancy to build new ammunition 
facilities when we think it is necessary. We go in and build them. 

The bulk of it, however, we are fortunate in having private industry 
that can take care of it. 

Mr. Cougs. Precisely. And that is—— 

Mr. Vinson. But at the same time, the defense of this country 
must not be so tied down that it is dependent exclusively and entirely 
upon any one industry performing a ceratin function. 

Mr. Couzs. Yes, sir. 

Mr. Cunnincuam. Any questions, Mr. Smart? 

Mr. Smarr. No, thank you, Mr. Chairman. 

Mr. CunnninGHAM. Mr. Kelleher—excuse me, Mr. Hess? 

Mr. Hess. I just want to ask you one question, Mr. Coles. 

Mr. Couzs. Yes, sir. 

Mr. Hess. You stated before that there has been a tremendous in- 
crease in operating costs in the past 10 years. Do you have any fig- 
ures to show what the operating costs were per ton? 

Mr. Coues. Sir, I am not an operating man. I have vague recol- 
eotiene which I shall give you if you will take them for what they are 
worth. 

Mr. Hess. Could you give them to us approximately in percentages? 

Mr. Coss. I believe that operating costs have almost doubled. 
I believe there is—I will try and find out, Mr. Hess. My recollection 
is that Sprenting costs of a Liberty ship have doubled in the last 10 
years. I can’t vouch for that information. It is secondhand. 

Mr. Hess. All right. That is all. 

Mr. Cunnincuam. Mr. Kelleher? 

Mr. Ketieuer. Mr. Coles 

Mr. Cougs. Yes, sir. 

Mr. Keuvener. In the first part of your testimony, when you 
were dealing with your proposed amendment 

Mr. Cotes. Yes, sir. 

Mr. Ketiener. You referred to the need for an escalator clause 
over a period of 12 years, not 10. 

Mr. Cotes. Yes, sir. 

Mr. Ketuener. I fail to see the need—and I wish you would explain 
to the committee the need for this escalator clause during the 2 years 
of construction. 

Mr. Cotes. Yes, sir. 

For this reason: suppose this bill were to become law and I make 
a contract tomorrow. Let’s rush things a good deal. Before I get 
my vessel—I make it at a fixed price. In other words, I make my 
bid, the other people make their bids, and if I am the low boy I get 
the contract. 

And I fix it at a rate let’s say, of $4,50. Now, that is based, let 
me say, on a $2 operating cost. Now, in the 2 years of construction 
operating costs may go up, in the same way as they may go up during 
the subsequent 10 years. But my price is fixed as of the date I 
make my contract. So I need the same protection to become effective 
at the end of 10 years. 

Mr. Ketiener. To become effective. 
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Mr. Coues. Yes, in other words, I get nothing during the construc- 
tion period because I get no charter hire. 

Mr. Ke.uener. In other words, the escalator clause is needed only 
as a protection for what may happen 2 years from the time you make 
your contract. 

Mr. Cotes. Exactly, when I begin earning my charter. 

Mr. Kevuenver. One other question, Mr. Coles. 

You said, or I understood you to say, that the fuel for these tankers 
would be paid for by the Navy or supplied by the Navy, is that 
correct? 

Mr. Cotes. My recollection is—and I had to ask the question of 
Mr. Sanders, I believe it was, before we came here—that under a 
time charter contract the owner of the vessel supplies everything but 
the fuel and the port charges. I believe that Admiral Denebrink 
gave a breakdown and I believe that will so state. 

Mr. Vinson. That is correct. 

That is what he said. 

Mr. Cotes. Yes, I think so. 

Mr. Vinson. Now, Mr. Chairman, if he is through, with his amend- 
ments, I have one other question I would like to ask. 

Mr. CunninGcHAM. Mr. Vinson. 

Mr. Vinson. Now, in view of your position as attorney for a big 
operator that has just made a charter with the Government, what is 
your thought, if Congress sees fit to enact this bill, to write a pro- 
vision in it that no charter shall be made with any operator who 
operates at the same time under a foreign flag? 

Mr. Couzs. Sir, I would take issue with that, and Oa age for 
that is this. Shipping is an international business. ost major 
companies, except subsidized lines and until recently even subsidized 
lines, will have foreign agencies or will in some cases—and this would 
not include the subsidized lines—own foreign-flag ships. 

American citizens don’t want to own foreign-flag ships. They 
have to own them. Because the cost of operation sometimes pre- 
clude American ships from competing in certain markets. I don’t 
feel that people sbould be handicapped. I don’t think they are any 
less reliable by owning foreign ships. 

Mr. Vinson. How are we going to build up a good, strong American 
merchant marine? 

Now, this would be a step for a permanent strong American mer- 
chant marine of 20 tankers. 

Mr. Cougs. Right. 

Mr. Vinson. You say to the operator, “We are going to amortize 
two-thirds of the cost of this ship, but you can’t have any tankers 
operating under Panama flag or any other flag because we want to 
build up the American merchant marine.” 

Mr. Couszs. I would say this 

Mr. Vinson. You don’t want the Government in business and you 
want private operation, but at the same time, you don’t want to take 
steps forward to ensure a strong American merchant marine? 

Mr. Coss. Sir, anybody—— 

Mr. Vinson. This will do it. 

Mr. Cotes. Anybody, sir, who owns an American ship and is 
interested in the American merchant marine has made a step forward. 
It seems to me the more you limit these things, the more money you 
are going to cost the Government. 
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Mr. Vinson. That wouldn’t cost the Government, would it? 

Mr. Cotes. Sir, it would, because you would be eliminating the 
number of competitors. In other words, I can set up a group of rules 
which would set aside anybody who has pink fingernails or any man 
who has red hair or anything you want, and the more you cut down 
the more you eliminate your potential bidders. 

Now, as I recall the laws of competition, the fewer the bidders the 
higher the bids. The higher the bids, the more you cost the Govern- 
ment. I don’t like any of these restrictions, frankly. 

Mr. Vinson. Now, with the limitations written in the bill by the 
Senate and before the committee now, do you have grave doubt in 
your mind whether there will be much competition? 

Mr. Co ss. Sir, I beg your pardon. I think this: I think what you 
have here is you have certain things which will limit the number of 
bidders. I think if you get into anything saying certain people ina 
certain class, such as people who may own foreign ships, may husband 
foreign ships or act as agents for foreign ships—the more you cut down 
the more shipowners you are cutting down. And remember, sir, the 
number of American tanker owners, independent owners who would 
bid—and while I don’t know this as a fact, I would certainly guess that 
the major oil companies would probably not bid—is a very small 
number. 

We are not talking of a great number of people here. And for every- 
one you cut down you are cutting down your number of bidders by a 
major percentage. 

Mr. Vinson. May I ask him this question? Is there any other 
amendment that you object to that is in the bill? 

Mr. Cours. The only other amendment that I would have is again 
in clause 5, Mr. Vinson, and that is the proviso clause added on the 
floor of the Senate: 

Provided, That such average rate will not result in the recovery of more than 
two-thirds of the construction cost of the ship. 

Now, I am not suggesting that that be changed substantively. I am 
merely not quite sure what is meant by it. 

Mr. Vinson. What do you think it means? 

Mr. Cotzs. Well, it seems to me it would mean—and I discussed 
this with several people—that the construction cost of the ship would 
include all of the costs of the shipyard, the design plans, interest on 
the money during the construction period, designers’ and engineers’ 
fees—all other items which would normally be capitalized for tax 
purposes. 

ow, I have this problem. I have made some notes— 

Mr. Vinson. Do you think that is what it means? I interpreted 
it would only mean construction of the ship. 

Mr. Coes. Well, sir; if you get into that —— 

Mr. Vinson. Of course, if you include that, why, there is where a 
good windfall is coming into it. 

Mr. Cores. No, sir, not at all. In every item I have mentioned 
there isn’t a single penny of profit. Let me explain why I say that. 
The designer’s cost you have to pay. That is an out-of-pocket 
expenditure. Your interest on your money you have to pay. During 
construction, during which you get no income, that is. Any super- 
visory expenses by engineers you have to pay. So there is no profit 
that I see there. 
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Mr. Vinson. Well, Mr. Coles, what is included in the construction 
cost of a ship? 

Mr. Cotzs. I would say—that is why I am asking on this. You 
asked if I had any other questions. I don’t understand the language. 

Mr. Cunninauam. Isn’t there any established rule in the industry 
as to what constitutes the construction cost of a ship? 

wane Cours. I would say for tax purposes, the items I have men- 
tioned. 

Mr. Vinson. Then, Mr. Chairman, in that connection, we have 
Admiral Leggett here, the constructor. Let’s ask Admiral Leggett to 
clear up this point. 

Mr. Cunnincuam. Admiral Leggett, will you come forward and 
answer the question. 

Mr. Smarr. He stepped out of the room. He will be right back. 

Mr. CunninaHam. We will go right ahead. 

Mr. Cotes. I would question the Navy versus private industry 
approach 

Mr. Vinson. What? 

Mr. Cotzs. I would question the Navy versus private industry 
approach to construction costs. In other words, I would say con- 
struction costs are what we have to pay to get that vessel built. 

Mr. Cunnincuam. Well, Mr. Coles, do you feel, then, that this 
proviso in section (b) 

Mr. Couns. Yes. 

Mr. CuNNINGHAM. Subsection (b) of section 2, then, should be 
clarified by defining what is meant by construction? 

Mr. Coins. Exactly. In other words, let me—here are some 
notes 

Mr. Cunninauam. Would you write out a definition for it, and 
give it to the counsel so we will have it? 

(The information is as follows:) 


InGoLpssy & CoLEs, 
Washington 5, D. C., June 8, 1954. 
Hon. Dewry Sort, 
Chairman, Armed Services Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. CHairman: During the hearing on S. 3458 (a bill to authorize the 
long-term charter of tankers by the Secretary of the Navy), question was raised 
as to the definition of the words “construction costs of ships’’ appearing in section 
2 (b) of the proposed legislation. During my testimony, I was asked to suggest 
a definition of ‘‘construction costs.” 

May I invite your attention to the fact that for tax purposes and for other 
computations the cost of an asset includes not only the actual building costs or 
costs of acquisition, but also incidental amounts which are considered capital 
items rather than deductible expenses. As you know, the distinction between 
capital items and expenses have been the subject of congressional hearings, man 
litigated cases, and numerous rulings by the Bureau of Internal Revenue. It 
seems to me, therefore, almost impossible to define all expenses which could con- 
ceivably be included in the definition of the words “construction costs.’’ In lieu 
of attempting such an exhaustive definition I, therefore, would suggest one of two 
alternatives. 

The first alternative would be to state that the term ‘construction costs’ as 
used in the bill should include all items properly capitalized for Federal income- 
tax purposes. The second approach wed be to say that construction costs 
shall be the eps price of the vessel paid to the shipyard, plus all other ex- 
penditures which the Secretary of the Navy or his designee shall determine to be 


properly capitalizable as part of costs of the vessel. You will note that the first 
Psa provides for the utilization of the same basis as the owner of the vessel 
will use in computing his tax liability. I believe this will insure fairness, both to 
the owner and to the Government. The second approach would leave in the 
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Secretary of the Navy or his designee the discretion to determine what he believes 
to be proper to be included in the definition of the term “construction costs.” 
In this connection, it would be assumed, of course, that the Secretary of the Navy 
or his designee would follow sound accounting practices. 

In accordance with the foregoing may I suggest two possible amendments to 
the bill. The first amendment would be as follows: 

On page 2, line 19, after the worcs ‘‘construction costs of the ships’’ strike out 
the period, insert a comma and ad the following: ‘such construction cost shall 
include all payments to the shipyard, all costs incurred for Cesign, engineering 
and supervision, interest during the period of construction, and all costs of im- 
provements and betterments required to be installed on the vessel pursuant to 
the charter party or any amendment thereof and all other costs properly capitaliz- 
able for Federal income tax purposes.” 

In lieu of the aforementioned amendment, and should you prefer leaving this 
definition in the discretion of the Secretary of the Navy or his designee, I would 
suggest the following language: 

On page 2, line 19, after the words ‘‘construction costs of the ships’’ strike the 
period, insert a semicolon and add the following: “‘such construction cost shall 
include all payments to the shipyard, all costs incurred for design, engineering 
and supervision, interest during the period of construction, and all costs of im- 
provements and betterments required to be installed on the vessel pursuant to 
the charter party or any amendment thereof and all other costs which the Secre- 
tary of the Navy or his esignee shall cetermine to be properly capitalizable in 
accordance with sound accounting practice.” 

There is some question in my min@ as to whether or not a statement on the 
floor and in the committee report might be used in lieu of the proposed amend- 
ments. While this might be feasible, I believe that most owners who would be 
affected by the legislation would prefer to see the Cefinition of construction costs 
actually included by amendment to the bill rather than being required to rely 
upon legislative history. I would assume also that the financing institutions 
would have the same feeling. 

Should there be any further information which you might desire from me on 
the above points, I would be most pleased to furnish it upon your request. 

May I again extend my sincere thanks to the members of the subcommittee 
for the courtesies extended to me during my recent testimony. 

Very truly yours, 
Marvin J. Cougs. 

Mr. Couzs. I will attempt to. I had this problem. I made some 
notes yesterday while sitting here, sir, and I have them here. I asked 
myself,“ What does that mean?” 

Now, certainly your total charter rate which will include your oper- 
ating costs is well over two-thirds. Second, you have interest. Now, 
what is meant by interest charges? In other words, when you borrow 
money, when you have your own money in. 

If there are any savings through efficiency, how will that come in? 

Mr. Cunnincuam. May | interrupt there? 

Mr. Couzs. Please do. 

Mr. CunninaHam. Do you mean to contend they might include 
interest in the future as a part of the construction cost? 

Mr. Couns. I do not. I do not. 

Mr. Cunnincuam. What interest do you mean, then? 

Mr. Couzs. In other words, when you take a cost, sir, it seems to 
me that the two-thirds referred to here should be what you actually 
pay before you put that vessel out to earn a nickel. 

{r. Vinson. That is what I thought it meant. 

Mr. Cunnincuam. That is what i thought. 

Mr. Coues. That is what I think, but what bothers me: I have to 
advise a client who invests 7% million bucks in every ship and I have 
to know what in the world he is going to get back. 

Mr. Vinson. Well, you can advise the clients not to split hairs too 
much, because he is not taking a risk. 
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Mr. Coss. We have that argument what that vessel will be worth 
after 10 years. And if you can tell me, I will tell you whether he has 
a risk or not. 

Mr. Vinson. It all depends on world conditions. 

Mr. Cougs. Right. 

Mr. Vinson. If we are in war, the value of the tanker goes up and 
you will have made tremendous money out of it. If we are in a normal 
state, and there are a great many tankers floating around in the 
reserve and everything, the value of. your tankers is not so high. 

Mr. Couzs. Except for one caveat, sir, that the worst thing that 
could happen to him from the profit standpoint would be if there 
is a war, because then you requisition his vessel. 

Mr. Vinson. When you do that, it might be best to hold it. 

Mr. Coizs. What if you don’t need it? Do you want to be stuck 
with the cost? 

Mr. Vinson. All right, then we will put it in the reserve just like 
other ships we don’t need now, and it is good insurance. 

Mr. Cunninauam. Mr Coles, have you completed your prepared 
statement? 

Mr. Couzs. Sir, I have a few minor things. 

Mr. Cunnincuam. Go right ahead. 

Mr. Couns. I have gone a lot further than I intended to testify. 

Mr. Cunnincuam. All right, go ahead. 

Mr. Couzs. I would like to invite the committee’s attention to 
page 6630 of the Congressional Record for Monday, May 24, in which 
in a colloquy between Senator and Senator Williams, I think Senator 
Saltonstall made clear that the escalation was intended in this, and 
Sony thing is it was not noted that there would be the $5 limitation 
ceiling. 

Now, the whole reason or the whole tenor of my testimony has 
been that the escalation clause should not be bound by that $5 ceiling. 

I think, Mr. Chairman, that that, except for the various concluding 
remarks here, sums up my testimony. 

Mr. Cunnincuam. If there are no further questions, Mr. Coles, I 
want to thank you very much. I think you have been a helpful 
witness to the committee, particularly to one committee member you 
have, and I want to thank you very much. 

Mr. Cotzs. Thank you very much. 

Mr. Vinson. I want to join in that statement, too. 

Mr. Cours. Thank you very much. 

Mr. Vinson. Mr. Chairman, may I suggest, inasmuch as Admiral 
Leggett is here, on the question raised by the vice president of the 
Bethlehem Co. yesterday as to costs and the question just raised by 
this witness, why not ask Admiral Leggett to testify? 

Mr. Cunnrncuam. Will Admiral Leggett please step forward, if he 
is in the room? 

Mr. Vinson, will you interrogate him? 

Mr. Vinson. Yes. 

Admiral, a witness testified that it would cost at least $2 million 
more for the Navy to construct these tankers as defined in the bill 
than it would private industry. 

Are you in position to advise the committee? 

Admiral Leaeerr. Yes, sir. 

Mr. Vinson. The witness says the Navy requires so many specifica- 
tions and so many more bolts and so many more this, that and the 
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other, that no corners probably would be cut by the Navy but corners 
might be cut by private industry, so they figure they could build a 
good ship for $2 million cheaper when the original cost of the ship 
would be only about $7 million. 

What do you think about it? 

Admiral Leccerr. Mr. Vinson, I do not agree with the statement. 
And I think you have worked with us long enough to know that we 
can do whatever needs to be done. We can build the same kind of 
ships that Admiral Denebrink wants, which is a point-to-point com- 
mercial tanker, and we can build them for the same cost that they can 
be built by private account or very nearly that. 

It may be that we will have some small additional charge for han- 
dling paperwork within the Navy, but even that I would be inclined to 
discount. 

Mr. Vinson. Then the committee can understand that the Navy 
is in position to build these ships just as cheap as private industry 
could build them? 

Admiral Leaceri. Essentially so, ves, sir. 

s Vinson. That is, if the Navy was building it itself, in Navy 

ards? 
Admiral Leacerr. Mr. Vinson, no, sir. 

Perhaps we could do that, too, but we would not ordinarily build 
a commercial-type tanker. 

Mr. Vinson. That is right. 

Admiral Leccerr. That way. 

Mr. Vinson. That is right. 

Admiral Leaerrr. We would build it under contract through the 
Maritime Administration and we would build it under American 
Bureau of Shipping specifications and American Bureau of Shipping 
inspection, Coast Guard inspection, too. 

Mr. CunnincHam. Then, Admiral, what you mean to say is that 
you could have it built just as cheaply as it would be built by the 
contractor under this bill? 

Admiral Leacerr. That is correct, yes, sir. 

Mr. Vinson. Now—— 

Mr. CunninGHam. Pardon me, are you through? 

Mr. Vinson. You said something about the Maritime Commission. 
Would you have these ships built through the Maritime Commission 
or would you let your contracts direct with the private industry, 
private shipyards? 

Admiral Lreaererr. We generally contract for commercial-type 
auxiliaries through the Maritime Administration. 

Mr. Vinson. Then you let the Maritime Administration build the 
ship? 

Leccetr. That is correct, sir. 

Bor Vinson. And they have all the know-how of building this type 
of ship? 

Yes, sir. 

Mr. CunnineGuam. Mr. Hess. 

Mr. Hess. Well, it is my understanding, Admiral, that under the 
terms of this bill, one of the principal objectives is to build these ships 
in private yards so as to help the yards get ahead. They are not having 
any ship construction at the present time. You wouldn’t propose to 
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build any of these in Navy yards, even though the title remained in 
the United States Government, would you? 

Admiral Leacrrr. No, sir, Mr. Hess. All of the Navy ship con- 
struction in our 1954 appropriation bill, including combatant types, 
is being built in private shipyards. And one of the reasons that I, 
as the Coordinator of Shipbuilding for the Department of Defense, am 
particularly interested in this bill, is the dire situation in which our 
private shipyards find themselves today. 

As a matter of fact, that is my em direct interest in this bill, 
except when somebody questions our cost. 

Mr. Vinson. Mr. Chairman. 

Mr. Cunnincuam. Are you through? 

Mr. Hess. Yes. 

Mr. Vinson. Would you interpret the language that is in this bill 
about the 66% cost? 

Mr. Ketiener. Mr. Vinson, I believe Mr. Wilbur Morse, who is 
Counsel for MSTS, can speak on that particular question. 

Mr. Vinson. All right. 

Mr. Kevtiener. And he is here, sir. 

Mr. Cunnincuam. Any more questions of Admiral Leggett? 

Mr. Bennett. I would like to ask. 

Mr. Cunnincuam. Mr. Bennett. 

Mr. Benner. Yesterday we had some testimony about this 
additional cost if it were done by the Navy and there were some 
remarks made that I understood to mean that the Navy has very 
high requests for the types of materials used. He said it would cost a 
half again as much to get this type of materials, like for electrical 
conduits, and things of that type. 

Do you think that that is an accurate statement or do you think 
somebody was misled when they made that statement? 

Admiral Leceerr. No, sir. I talked to Mr. Strohmeier, after he 
testified before your committee, so I do know generally the substance 
of his remarks up here. 

When we build a ship for the Navy to go into a combatant zone, 
that is one of the primary objectives of building that ship. There 
are also other complications in a Navy-type ship in that, particularly 
in oilers, we build them as sort of a retail store instead of a wholesale 
business. 

The kind of tankers that we are talking about in this particular bill 
are wholesalers. They are point-to-pomt tankers. Navy tankers 
are generally ffeet oilers, which means that they go to sea with the 
fleet and they deal out 5 or 6 different kinds of oil to ships at sea when 
and if required, and under very unusual conditions. It costs us more 
to deliver it that way. It costs us more to protect the ships. 

There is nothIng to keep us from building under Navy account 
exactly the same kind of a point-to-point oiler that would be built 
by commercial interests. And if that is what is required by the 
MSTS organization, that is what we will get built. 

And it should cost us practically the same thing. 

Mr. Vinson. Now, Mr. Chairman, let me clear up a little matter. 

Mr. Cunntncuam. Mr. Vinson. 

Mr. Vinson. Now if the committee decides that these tankers 
should be built by the Government, then we would authorize the 
President to proceed to build them. And the Navy, representing 
the President, would then take it up with the Maritime Commission. 
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And you would contract with the Maritime Commission to build 
these tankers. Is that the way it is done? 

Admiral Leccerr. Yes, sir. We actually just give the Maritime 
Administration our specifications and they go right ahead and put 
them out for competitive bids under their system. 

Mr. Vinson. That is right. And that is the way these 55 tankers 
that were later on transferred from the Maritime Commission to the 
Navy—they were built by the Maritime Commission? 

Admiral Leccerr. I am not sure what 55 tankers you are referring 
to, sir. I think that is during the war. 

Mr. Vinson. They were built by the Maritime Commission direct, 
without the Navy stepping in on the picture? 

Admiral Leacerr. Yes, sir; that is correct. 

Mr. Vinson. Anyhow, the Maritime Commission would be your 

ent? 

“denial Leacerr. The Maritime Commission would be our agency. 

Mr. Vinson. That is right. And you would draw the plans and 
specifications, or the Maritime Commission would have its plans and 
x saps soem and you would get together on them. You would offer 
the contract to private shipbuilders? 

Admiral Leccerr. That is correct, sir. The chances are that we 
would buy existing plans and specifications commercially or that we 
would have them uae by a commercial-design agent. 

Mr. Vinson. And you are satisfied that you can build them just 
as cheap as some private corporation could go out and build them? 

Admiral Leccerr. With the possible exception of a little bit of 
paperwork that we have to handle in addition. 

Mr. Vinson. That is all. 

Mr. CunnincuaM. Thank you very much, Admiral. You have 
been quite helpful. 

Admiral Leaeerr. Yes, sir. 

Mr. Cunninouam. Is Mr. Wilbur Morse in the room? 

Mr. Morse. Mr. Chairman. 

Mr. CunninGcuam. Mr. Morse, I will ask you to come forward and 
see if you can give us some help on what is the definition of cost of 
construction of the ship. 

Mr. Morse. Mr. Chairman, we had that problem ourselves when 
we prepared the exhibit which was introduced yesterday showing 
the comparison of costs between the operation by the Government and 
the private ownership plan. We had to determine a figure which 
would be a base figure for the operator or the owner to depreciate over 
the period of 10 years. We picked the figure of $7,500,000. 

And if you will notice on the top line of that exhibit, if you have it 
before you, we estimate the cost at $7,500,000, including design, en- 
gineering and interest during construction. 

Mr. CunnincuHaAM. Interest during construction? 

Mr. Morse. Interest during construction, because during the period 
of construction there would be no income and the owner would be 
entitled to capitalize those three costs. 

Mr. Vinson. Let’s see, what are they? Interest—— 

Mr. Keuiener. Read them again, please, Mr. Morse. 

Mr. Morssz. Cost of design, cost of engineering and interest during 
construction. 

Mr. Cunnrncuam. Any questions, Mr. Hess? 
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Mr. Hess. Would there be any objection to adding that as an 
amendment to the proviso in section B or subsection B under section 2? 

Mr. CunninGHaAmM. Your question is could he write an amendment 
to clarify it? 

Mr. Hess. Well, I mean it could be. 

Mr. Morsz. Surely, it could be. 

Mr. CunNINGHAM. So we would have no question about it. 

Mr. Keviuener. Or have the report include that. 

Mr. Huss. Or have the report include it. 

Mr. KELLEHER. Yes, sir. 

Mr. Hess. You have no objection to writing it in the bill. 

Mr. Oh, no. 

Didn’t you leave out one element there, Mr. Morse? You have 
design, interest during construction, aad what is the third one—— 

Mr. Morse. No. Design, engineering: 

Mr. Engineering? 

Mr. Morse. Yes. The owner will have his own engineer to super- 
vise and inspect the construction while the ship is being built. 

Mr. Well 

Mr. Morse, He also will have some design expenses in determining 
just exactly the type of ship be is going to offer. 

Mr. Kevitener. Everything but the cost of the ship itself has been 
mentioned there. All of that is administration in a sense. 

Mr. Morsr, In addition to the shipyard 

Mr. Charge? 

Mr. Morse, Charge, yes, sir. 

Mr. Ketiener. That is certainly an element, naturally. 

Mr. Morse. Surely. 

Mr. Kevunuer, It is the biggest one. 

Mr. Morse. Surely. 

Mr. Right. 

Mr. CunninGHAM. Any more questions by anyone? 

(No response.) 

Mr. CunnineuaM. Thank you very much, Mr. Morse. You have 
been helpful. 

The committee will now hear Mr. Gordon Duke. 

I believe, Mr. Duke, you are a tanker owner. Will you be seated 
oe give your full name to the reporter and what your occupation is, 
please? 

Mr. Duxs. My name is Gordon Duke, Mr. Chairman. My com- 
pany is Southeastern Oil of Jacksonville, Fla. 

We are tanker owners and operators in connection with our oil 
activities. Primarily we are in the oil business, with the adjunct of 
tanker operations as a necessity. 

Mr. Cunninauam. You may proceed, Mr. Duke, and read a written 
statement or make any remarks you wish on the subject matter. 

Mr. Duke. Thank you, Mr. Chairman. 

I have no prepared statement. Instead, I asked my Congressman, 
Mr. Bennett, if I might express a few thoughts from the standpoint of 
an owner. I had understood that the statement that would be made 
by Mr. Coles would perhaps let’s say be in behalf of an owner, but not 
speaking as an owner himself. And I thought it might be helpful to 
the committee to have, let’s say some observations from the standpoint 
of an owner, and I believe rather typical observations. 
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I do want to say, sir, that I am not speaking for any tanker owner 
pees: 2 56 my own company. I am not empowered nor perhaps 
qualified. 

I do, however, in circulating among my friends and competitors, 
have a rather general idea of their views with respect to this par- 
ticular bill—as a matter of fact, in a general sense I think I can say 
in respect to tanker matters that are going on downstairs and else- 
where here in Washington. 

Mr. Cunnincuam. Do you prefer to go ahead and make a state- 
ment or have Mr. Bennett start interrogating you? 

Mr. Duke. No, sir. I would like to offer these few observations. 

Mr. Cunnineuam. Go right ahead. 

Mr. Dvuxe. In the first instance, it seemed yesterday that the 

uestion narrowed down, as I understood it, to the two simple points; 
that is, would it be cheaper if these boats, that is, cheaper to the 
Government if these boats were owned by the Government or by 
private industry; and secondly, would the boats have a value to the 
Government at the end of 10 years of the one-third that couldn’t 
be amortized out of this charter. 

I don’t choose, Mr. Chairman, to belabor any of the points, but 
instead to touch upon them, and if there is any more extensive dis- 
cussion on them, then it will be the result of questions from you 
gentlemen. 

Now the matter of cost to the Government is of interest tome. In 
spite of the fact I am a tanker owner, I am also a taxpayer and believe 
me when I say that whether we do or do not offer to the Navy or to 
the MSTS on this program is at this time very unclear to me. 

It depends on in what form this proposal comes out or in fact if any 
proposal does come out of this committee of such a nature that would 
invite bids from industry. 

But notwithstanding any personal or selfish interest that my com- 
pany might have if invited to offer, | wouldn’t want anything that I 
say here to be taken as proposing one way or the other something to be 
done that would be in my selfish interest. 

Now the matter of costs. In my opinion, any serious study that 
your committee gives to this problem will satisfy you beyond an 
doubt that built and owned by industry and operated by industry will 
be the cheapest way to do it. In stating that, I am taking issue with 
a man whom I have great personal admiration and affection for, the 
statement which I heard yesterday, which was a very brief touched 
upon one, and that is all I know about it, which indicates Government 
some $90,000 a year or $18 million, I believe, or $19 million over the 
10 years. 

I don’t agree with that. I have very substantial reasons for it. 
And the reasons are that in assuming that the Government's costs will 
be comparable to industry in most instances—that is, construction 
cost, the supervising cost and a good many other costs there, including 
repairs. I don’t agree with that assumption based on experience of 
private operation and based on a reasonable study in recent months 
of Government cost of operation. I don’t profess to be an expert. 

Now I heard, of course, what Admiral Leggett had to say about 
construction costs. Certainly I am not able to challenge the good 
admiral’s view that the Navy can do it as cheaply or have it done in a 
private yard as cheaply as industry. 
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I wouldn’t, however, accept the statement of Admiral Leggett 
rsonally as being that they would do it exactly as cheap. Exactly 
ow much more this paperwork he referred to involves, I don’t know, 
1 will say it will cost something more to construct it, to begin 
with. 

Insurance will obviously be less than the average industry cost, 
Mr. Chairman, if the Government owns them, because the Govern- 
ment is a self-insurer and very probably the cost of insurance to my 
company or any other private individual is representing a profit to 
the insurance company that the Government doesn’t have to pay. 

Interest for the debt service connected with the furnishing of the 
capital in this matter: Our good Government’s credit is better than 
any private corporation and thus its interest rate is vastly less. Some 
2 percent or some fraction above 2 percent is the average interest 
rate on our public debt, and no — corporation, however good its 
credit may be, enjoys any such ability to borrow money at those 
rates. 

However, there is a vast difference in the length of time that any 
Government debt is paid off. My guess is that if today we were to 
borrow $150 million for the purpose of building these vessels, if that 
debt got paid off 100 years from now, I would be pleasantly surprised 
It is no criticism of anyone. I feel that freedom is worth the price 
we are paying for it. But we first got to pay off this $275 billion 
before we can get to paying off the $150 million that we might borrow 
to build these ships. 

So I think the service on the debt would be a vastly greater cost 
to me as a taxpayer because of the length of time. 

Now I don’t choose to belabor this issue of deficit financing. I don’t 
believe that I am adequately qualified —— 

Mr. Cunnincuam. Mr. Duke, if I may interrupt you, would the 
Government not also have to go into debt to get the money to pay 
the $5 per ton dead weight over the period of 10 years? 

Mr. Duke. That is right. 

Mr. CunnincHam. And that would be more than $150 million? 

Mr. Duke. Yes, sir. 

Mr. CunninaHaM. When would that be paid off? 

Mr. Duke. It has to be paid off in the same way that the con- 
struction costs are, and that is by deficit financing. And as you 
properly bring forth, it could go on for the same hundred years. 

But if there is any $150 million borrowed, Mr. Chairman, that 
represents any savings, I can’t see it. 

The repair costs, Mr. Chairman, under the Government ownership— 
whether those repairs are conducted directly by the Navy or conducted 
through their civilian agents is certainly in my judgment going to cost 
more money. I think most any repair yard will tell you that the 
procedures through which they have to go is substantially more 
expensive. 

Mr. Vinson. In that connection, may I ask the witness this. 

Mr. CunntnGHam. Mr. Vinson. 

Mr. Vinson. Under the charter contract, the operator will take 
care of the repairs, would he not? So there would be no charge to the 
Government for any repairs. 

Mr. Duke. Mr. Vinson, if the operator owns the vessel, he will take 
care of his own repairs. 
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Mr. Vinson. All right. Whether he or the Government owned it, 
under the terms of the contract—you could make a contract where 
the operator would take care of the repairs, or else you could make a 
contract where the Government would take care of the repairs. And 
either way—you could do it either way. 

Mr. Duke. And if the Government chose to have the repairs 
done directly so a service, in private yards, the cost is greater than 


repairs to my boat, if that happens to be my boat. The freedom 
with which, Mr. Vinson, I may proceed to repair my vessel is a great 
deal different than any Government official can proceed to order a 
Government-owned boat to be repaired. 

Mr. Vinson. By the same yard? 

Mr. Duxe. By the same yard. 

Mr. Vinson. Then 

Mr. Duke. Because he is not as free. 

Mr. Vinson. Then the yard takes advantage of the Government? 

Mr. Duke. It is the procedure that has to be followed in fixing a 
repair contract on a Government-owned vessel, and may I illustrate, 
sir, one J racer if you will allow me? 

Mr. Vinson. Yes. 

Mr. Duke. If I have a boat offshore which should be repaired, I 
am entitled, if I wish to, to have that boat repaired wherever it may 
be, if it is Japan or in Europe. The Government can’t do that 

Now it is true when I bring it into the United States I pay an ad 
valorem tax on those repairs that were not emergency repairs. But 
I am a great deal freer in what I do in the way of repairing my boat 
than any Government-owned vessel 

Mr. Vinson. All that could be taken care of and would be taken 
care of under the charter. It would make no difference who owned 
the vessel. Particularly it would make no difference if the Gov- 
ernment owned the vessel. They could take care of it. 

Now let me ask you this question. Under what your very able 
lawyer said, Mr. Coles, there is not much incentive i an operator 
to go in this business, is there? 

Mr. Duke. No, sir. And I had—but we will talk about it now. 
I have very grave doubts—and it is for that reason I don’t attempt 
to try to suggest to you gentlemen which way to make this program 
work. I have very grave doubt that the results desired would be 
obtained under the basis of inviting industry bids. 

Mr. Vinson. Now let’s ask you this question—Mr. Chairman, may 
I proceed further? 

Mr. CunninGHAM. Mr. Vinson. 

Mr. Vinson. Under the terms and conditions today, being an 
operator at Jacksonville, would you be interested in submitting a 

roposal to the Navy Department for a charter and to build tankers? 

t’s take your own business now and your own operations. 

Mr. Duke. Mr. Vinson, as I imagine the bill will come out, if it 
comes out in the form—— 

Mr. Vinson. Let’s assume it comes out in the form as it passed 
the Senate, just like it passed the Senate. 

Mr. Duke. My answer to your question—— 

Mr. Vinson. at would you do as an operator? 

Mr. Duke. My answer to your question is I would not offer it. 

Mr. Vinson. How many tankers do you own? 

Mr. Duke. Today we own just one. 
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Mr. Vinson. You would not expand your tanker operation under 
the method set out in this bill. 
Now what is the trouble with the method set out in this bill? No 


profit? 

Mr. Duke. Any intelligent person wishing to own a 10-year tanker 
in which he has a $2% million investment, unless he has some attendant 
advantages, and I don’t have them; that is, I have some vessels under 
United States flag that I would like to transfer to a foreign flag— 
if I didn’t have some of these collateral or marginal benefits to look 
forward to—that is to say, I might build a vessel for the Navy and 
make no money on it whatever, gamble $2% million for something 
that is only worth scrap at the end of 10 years, possibly, I don’t say 
probably, but entirely possible, for the value, Mr. Vinson, of being 
able to get the Maritime Administration at the time [ build a new 
boat to allow me to transfer two or more of my present United States 
flag tankers, if I had them, to a foreign flag. 

r. Vinson. Well, is that the purpose of this, then? 

Mr. Duke. In my opinion. 

Mr. Vinson. Now let’s clear that up. 

Mr. Duxe. All right. 

Mr. Vinson. Is it the purpose of this, then, to permit an operator 
that now has tankers, that is going to be followed up by the trade-in 
or by putting in reserve, to put those tankers under foreign flags? 

Mr. Dore In my opinion, sir. 

Mr. Vinson. Then we are driving down the American merchant 
marine instead of building it up. That is the reason I asked the 
question just a while ago why wouldn’t it be a wise thing to say that 
ym who has a charter couldn’t operate any tankers under foreign 

ags. 

Mr. Duxe. In my opinion, sir, for every one of these boats that 
might be built by any private firm, there will be an equivalent amount 
of tonnage carrying capacity go to a foreign flag. 

Mr. Vinson. That is exactly 

Mr. Duke. Therein lies the interest. 

Mr. Vinson. That is exactly what I heard was behind the tanker 
trade-in bill. 

Mr. Duke. Which, incidentally, I doubt if it passes, and if it does, 
will produce no more results than this bill. 

Mr. Vinson. What did you say 

Mr. Duke. Which are none. 

Mr. Vinson. What did you say? 

Mr. Duke. I believe that the tanker trade-in bill, which, if passed, 
will produce no more benefits than this bill, which is nothing. 

Mr. Vinson. We are getting to the bottom of this whole thing. 
Then the bottom of this whole thing is to get tankers for foreign flag. 
Mr. Duxer. Get them out from cost of United States operation. 

Mr. Vinson. That is right, get them out from under United States 
cost of operation. 

Mr. Duxe. I used to have five. I sold four of them in 1950 
because I couldn’t operate them. I practically gave them away. 
And the other one that I now own, I laid up. I don’t even use it. 

Mr. Vinson. Why wouldn’t it be a good thing for the Congress just 
to turn all this down, both proposals? 

Mr. Duke. I would hope, Mr. Chairman, and Mr. Vinson, that 
your committee and the committee downstairs which is studying, I 
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believe this very moment, the trade in legislation, which has in many 
instances a common aim—it is not in conflict with one another. I 
agree heartily with what Mr. Coles said to you. They, in effect, 
complement one another. They are so interwoven in their aims to 
get a reserve, to strengthen the American merchant marine, to get 
some high-speed tankers built, that until there is better coordination, 
whether from them, with you, or you folks with them—there is a 
wonderful opportunity being missed here to get at something con- 
structive as against floundering around as I personally feel is being 
done by both committees. 

Mr. Viyson. I thoroughly agree with you. I think you are hitting 
the nail on the head right now. We are floundering around. 

Mr. Duke. That is what I feel. 

Mr. Vinson. Because I do think that what is going on down in the 
Merchant Marine Committee is somewhat in conflict with what we 
are trying to do here. As I view it, they are trying to trade in and 
get tankers and—of course, I know what is behind it, is when they 
trade in, let the tankers get under foreign flag. And we are trying 
here to put private industry in. 

Up here we are trying to put private industry in there and down 
there they are trying to take them out of private industry and buy 
them and put them in reserve 

Mr. Kewieser. Mr. Chairman—— 

Mr. Cunnineuam. Mr. Hess. 

Mr. Hess. I believe you stated you had 5 tankers at one time, you 
disposed of 4 and you have 1 now, laid up. 

Mr. Duke. Yes, sir; we did have up until 1950 a total of five 
tankers in our own company service. 

Mr. Hess. Did you ever at any time consider transferring them to 
under foreign flag? 

Mr. Duxe. No, sir; we had no interest in that. We sold them and 
disposed of four of them. The fifth one, which is now tied up in 
Los Angeles for some few months, will probably remain there for 
some years, barring a war. And I hope we don’t have a war. I hope 
we don’t have to run our economy on these wars. 

Mr. Hess. You are not giving—— 

Mr. Duke. Wecan’trun them. We can’t operate them. 

Mr. Hess. You are not giving any thought to transferring them to 
foreign registry? 

Mr. Duke. I have no interest in that matter at all, sir. And it is 
for that reason I answered Mr. Vinson that so far as my company— 
and that is what he asked me, whether my company had any interest 
in this, and the answer I gave was no. 

Mr. Vinson. Wait one moment. Is that due to the terms of the 
bill or is it due to the restraint that is put around the legislation, or 
is it due to the fact that you can’t make any profit? 

Mr. Duke. It is due 

Mr. Vinson. Why wouldn’t you be interested now, as an operator— 
you once owned 5 tankers and now own 1. Why wouldn’t you be 
interested in this bill? 

Mr. Duke. Because I wouldn’t invest $2% million in a 10-year-old 
tanker that has been used by the military services, though I operate 
it, let’s say at least three-fourths— 

Mr. Vinson. But it hasn’t been used by the military services. It 
has been used by the charter operating company. 
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Mr. Duke. Sir, it has been used by the military for their products 
run by me and perhaps about three-fourths of the time of that 10 
years would be in what we call “clean service” that is very corrosive. 
And no tanker is worth more than one-third of its construction cost 
at the end of 10 years under any condition. And with a very distinct 
possibility of gas turbine propulsion being perfected somewhere alo 
the line and atom-powered propulsion, which is certainly coming an 

robably within 10 years, any man with any intelligence that would 
invest in it, except for some marginal benefits, would certainly be a 
prospect for the insane asylum. 

Mr. Vinson. Now the marginal benefit from your viewpoint 
would be transferring his present tankers to foreign flags. 

Mr. Duke. One of the essential benefits would obviously be that, 

Mr. Cunntncuam. Mr. Bennett. 

Mr. Bennerr. Well, I would just like to express my gratitude to 
my constituent coming here. I think it is a refreshing thing to find 
a man coming here when he is not a particularly big operator and yet 
one who has had the experience he has, to take his time and money 
to come here and testify before us. 

I personally feel your testimony has been just about as valuable as 
any, in fact, I think more valuable than any testimony we have had. 

I want to express my thanks. 

Mr. CunninGHAM. I agree with you, Mr. Bennett, and I think he 
has performed a patriotic duty by coming here. 

Mr. Vinson. Exactly. He let the cat out of the bag. 

Mr. Cunnincuam. Mr. Kelleher? 

Mr. Ketitener. No questions. 

Mr. Cunnincuam. Thank you very much, Mr. Duke. 

Mr. Duke. Thank you. 

Mr. CunninGHam. Is Mr. O’Connell in the room? 

Mr. Kevvener. Mr. O'Connell. 

Mr. Cunnrnocuam. Mr. O’Connell. 

Mr. O’Connexi. Mr. Chairman. 

Mr. CunntnGHaM. Very glad to have you, Mr. O’Connell. You 
can state your full name to the reporter, please, and your business, and 
proceed in your own way. 

Mr. O’Conne.u. My name is William A. O’Connell. I am execu- 
tive vice president of the Quincy Chamber of Commerce, Quincy, 
Mass. 

I am here, however, today to testify on behalf of the Quincey Ship- 
building Committee, Quincy, Mass., of which I am vice chairman. 

This committee was formed as a postwar effort to maintain and 
stimulate the shipbuilding industry of America, with particular 
emphasis on the Quincey yard of the Bethlehem Steel Co. 

This committee is made up of representatives from business, from 
labor, and from municipal government. For example, the chairman 
of it is George A. Daily, Georgia, who is the owner of an automobile 
agency in Quincy. The 0 a of the American Federation of 
Labor, Ship Designers Union. The treasurer is the representative 
of the Quincy Veterans Council, which represents all the labor organi- 
zations of Quincy. 

The mayor is a member of it. The city manager is a member of it. 
There are representatives of the town government, employment 
managers, and so forth. 
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The reason we are here is to explain the dire labor situation in 
Quincy and the South Shore. Quincy is located in Norfolk County. 
In 1920 the population of Norfolk County was approximately 200,000. 
In 1930 it was approximately 300,000. In 1950, it had jumped up to 
400,000. 

Between 1940 and 1950, Norfolk County rural population increased 
22.6 percent, against an average of 7.4 percent for the rural population 
of the United States. 

Now I have lived all of my life in Quincey. I have been there in 
two world wars. I have seen the Quincy yard of Bethlehem Steel 
at both the maximum and minimum production. 

For example, during World War II, it was one of the largest private 
yards in the country. It built 103 naval vessels, including a battle- 
ship, 5 aircraft carriers, 21 cruisers, and a number of destroyers. 

At one time 31,000 people were employed at Fore River. The 
men there have dedicated their entire working years to the ship- 
building industry. Its design and engineering staff is one of the most 
capable in the country. 

At the present time, 5,200 are employed there. In December of 
this year it is expected that employmert will drop to 1,500. 

At the present time men who have been working for 25 and 30 
years at the Fore River yard of Bethlehem Steel Co. are being laid off. 

Now Quincy, in itself, is the industrial, retail and residential center 
of this Norfolk County. It has a population of 86,000. Currently, 
17,000 are employed in Quincy, of which, as I said before, 5,200 are 
working at the Bethlehem Steel yard. 

Citizens from 158 communities work at this yard, or were working 
at this yard a year ago. Four hundred were traveling over 100 
miles daily. During normal conditions, about 80 percent of Quincy’s 
employees come from a 10-mile radius of Quincy. 

Now about 50 percent of the contract amount of ships is expended 
on hin And the economy of Quincy and nearby communities is 
critically affected by any unemployment. 

Now at the present time there are only two ships on the ways. 
One of these will be launched in July and the other in September. 

Quincy was awarded three destroyers by the United States Navy 
to keep the yard open, for which we are very grateful. 

Therefore, on behalf of the committee, I come down and present 
to you the situation as it exists at Quincy, this yard which has played 
such a vital part in the defense, naval defense of this country. 

Mr. Cunnincuam. Thank you very much, Mr. O’Connell. I wish 
to say that our colleague, Mr. Wigglesworth, asked that you be 
permitted to appear before the committee and I am sure we are very 
appreciative of your remarks on the conditions at Quincy. 

Might I ask you one question. 

Mr. O’ConnELL. Yes. 

Mr. CunninaHam. Do you feel the Government should engage in 
the building of tankers or any kind of vessels that it doesn’t need 
simply because of an employment situation? 

hes O’Connett. That is a rather difficult question to ask. I say 
this—— 

Mr. Cunnincuam. I will withdraw it if you would rather not 
answer it. 

Mr. O’ConnELL. I will say this: It is vitally important—lI have lived 
not too far from Fore River and I have seen them working days and 
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nights during the war. I have seen them trying to train people. It 
took 2 years in the last war before they reached a point where con- 
struction was exceeding sinkings. In the next war we may not have 
2 years. 

Mr. Cunnincuam. In other words, you would say they are more 
or less war casualties and we owe them an obligation like we would 
a man in uniform who is now out and has reached the point where 
he is not able to support himself? 

Mr. O’ConNELL. Yes, sir, I do. 

Mr. Bennerr. Mr. Chairman. 

Mr. Cunnincuam. Mr. Bennett. 

Mr. Bennett. May I also ask you: You also have in mind that 
it takes a good length of time to get a good working shipyard in order 
for the national defense to be carried forward on the construction 
of ships in time of war? 

Mr. O’ConneE tt. That is right. As I say, some of these men being 
discharged now have worked for 25 and 30 years. 

Mr. Bennett. And you feel their training and experience might be 
lost to the shipyard industry because of being scattered throughout 
the country or not having training in it, and therefore this loss would 
be something which would be detrimental to the national defense; 
isn’t that your position? 

Mr. O’Conne tt. Fore River, oe yard, has a reputation of 
employing—their apprentice school is one of the finest in the ship- 
building industry. You will find that probably as high as 70 or 80 
percent of their foremen and supervisors come up through a training 
program from apprentice. 

Mr. Bennett. Then do you feel it is in the interest of national 
defense to keep these private shipyards in a position where they can 
immediately go to work and build ships if we need them? 

Mr. O’ConnzE I certainly do. 

Mr. Hess. May I ask a question? 

Mr. Cunninauam. Mr. Hess. 

Mr. Huss. Mr. O’Connell, I just want to make this one observation. 
It is my recollection that during the past war the Fore River yard 
turned out more ships for the United States Navy than any other yard 
in the country. 

Mr. O’Connett. That is right. 

Mr. Huss. I think they are to be complimented on it. I think 
they have done an excellent job for our Navy. I hope there is suffi- 
cient work to keep that yard going. 

Mr. O’ConnELL. Thank you very much for your interest. 

Mr. CunninGHam. Mr. Vinson? 

Mr. Vinson. No. 

Mr. Cunninauam. Mr. Bennett, any more? 

Mr. Bennett. No. 

Mr. Cunnineuam. Mr. Kelleher? 

Mr. No, sir. 

Mr. Cunninauam. Thank you very much, Mr. O’Connell. 

That concludes the witnesses for today, and the committee will 
stand adjourned subject to the call of the chairman. 

(Whereupon, at 11:40 a. m., Thursday, June 3, 1954, the committee 
adjourned, to reconvene subject to call of the Chair.) 
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House or REPRESENTATIVES, 
SuBcomMITre® No. 1, OF THE 
ComMITT££ ON ARMED SERVICES, 
Washington, D. C., Friday, June 11, 1954. 

The subcommittee met at 10 a. m., the Honorable Paul W. Shafer, 
chairman of the subcommittee, presiding. 

Mr. SHarer. The committee will come to order. 

Members of the committee, we have three matters to consider this 
morning. The first is S. 3458, the tanker bill. 

It is the consensus of the full committee, as decided during the 
executive session on June 9, that these tankers should be built in the 
traditional fashion with appropriated funds. I believe this view is 
that of this subcommittee also. 

It is my thought, therefore, that the subcommittee recommend 
striking all after the enacting clause in the Senate bill and substituting 
py ws language authorizing direct construction and appropriation 
of funds. 

I will ask Mr. Kelleher at this point to read this suggested language, 
after which I feel we might take a few minutes of additional testimony 
from Admiral Denebrink concerning one single matter. 

Representations have been made by shipbuilders and shipowners 
that tankers of a larger size, perhaps thirty to thirty-two thousand 
tons, could be constructed at only a slight additional cost and that 
these tankers could be more desirable and more readily usable in the 
commercial trade. These tankers would have the speed of perhaps 
16 knots instead of 18, said to be needed by the Navy. 

So we will hear Admiral Denebrink briefly on this subject after Mr. 
Kelleher reads his proposed amendment. 

Mr. Kelleher. 

Mr. Ketiexer. Mr. Chairman, amendment to S. 3458: Strike 
all after the enacting clause and insert the following: 

That the President is hereby authorized to undertake the construction of not 
to exceed 20 tankers. The tankers shall be of approximately 25,000 deadweight 
tons each, shall have a speed of not less than 18 knots and shall be construeted 
in private shipyards within the continental United States. 

Ec. 2. There is hereby authorized to be appropriated not to exceed $150 
million for the constructior of the foregoing vessels. 

Change the title to read “A bill to authorize the construction of 
tankers.” 

I might point out, Mr. Chairman, that there is no buy American 
anguage in here as there was in the Senate version of the bill, but of 
course, since the Government would construct these, they fall under 
the provisions of the Buy American Act and appropriation acts which 
repeat that language. 

Mr. Vinson. But I do think, Mr. Chairman, if you will permit me, 
that may be true, but nevertheless, it would be far better as a selling 
point to repeat the language and say that they must be built out of 
material in this country. And I think it will also strengthen it to 
say it must be in private shipyards. All of that is going to take place 
unless 

Mr. Hess. Jt is in the bill. 

Mr. Vinson. It doesn’t hurt anything to write it in there so the 
Congress can know it. 

r. Hess. That is in the bill, about private yards. 
Mr. Keuieser. And in the amendment, Mr. Hess. 
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Mr. Chairman, the buy-American language would be, if you would 
like to have it, “such construction to be as far as practicable of material 
or equipment produced or manufactured in the United States.” 

Mr. Vinson. All right. Then I would go one step further, and that 
the ships shall be constructed in private yards. So we can assure the 
Congress on the very face of the bill that it is going to be built by 
private concerns in private shipyards and not in navy yards, and that 
it is going to be built out of American material. That has the effect 
of stimulating our private shipbuilding industry. 

They know they are going to get this nice $150 million worth of 
work. And it will help everybody notwithstanding the fact that we 
are going to do it anyhow. It doesn’t hurt. 

Mr. Ketitener. Mr. Vinson, the private shipyard aspect is in the 
amendment now. 

Mr. Vinson. Is it? 

Mr. Kevuiener. Yes, sir; but not the language about “buy Ameri- 
ean,”’ which I will insert in the Chairman wishes. 

Mr. Without objection. 

Mr. Vinson. Now, Mr. Chairman, before we vote on it, let’s hear 
from the admiral in regard to the question raised, as to whether it 
should be 25,000 tons at 18 knots or 32,000 at 16 knots. 

Mr. SuHarer. Admiral Denebrink. 

Admiral Denresrink. Good morning, Mr. Chairman and gentle- 
men. Iam Vice Admiral Denebrink. 

In response to the questions of the subcommittee with regard to 
the size of these proposed tankers, the consistent view of the Navy 
Department has been that these vessels must be built to restrictive 
specifications in order to meet the needs of the Department of De- 
fense, the Navy Department, and the Military Sea Transportation 
Service. 

These figures were carefully decided upon. We analyzed our 
petroleum-lift requirements throughout the world and we determined 
that we should have a vessel of 25,000 deadweight tons gee 
that this ship should have a beam not exceeding 84 feet, that it shou d 
have a draft fully loaded not to exceed 32 feet, that it should have a 
sustained sea speed fully loaded of at least 18 knots. 

The needs for these restrictive specifications are predicated upon 
the drafts in the various harbors, bearing in mind that we can’t 
always expect to put our ship in principal harbors. 

We may have to cramp our ship into restricted dock areas. We 
can’t always expect that we can put a ship into a place where there is 
adequate storage capacity to take the fuels which we transport. 

We feel that the speed requirement is most important in order to 
keep progress with the or in the area of antisubmarine warfare. 

So the problem of building a ship to those specifications has been 
carefully explored. Shipbuilders have reliably informed me that such 
a ship is not only feasible, but practical, can be built within the 
money which we have estimated. I have been further informed that 
such a ship can be equipped with main propulsion machinery which, b 
technical operating modification, can be operated at a lower speed, 

at almost the same efficiency as it can be operated at the higher speed. 

So I wish to assure the committee that the type of ship which we 
have specified is a type of ship which the military needs to fulfill its 
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military commitments, and to go to a larger ship which would fit 
commercial requirements is opposed by the Navy Department. 

Mr. Vinson. Mr. Chairman, in view of the statement of the admiral 
which is so convincing, I don’t think we should change the tonnage 
or the speed, which would follow the views of the yy ace in 
reference to it. 

So I think the only thing for us now to do is to pass on the amend- 
ment, unless we want to get some additional facts from the admiral 
in regard to the whole phase of tankers. I would like to ask this, 
Mr. Chairman, if you will bear with me one second. What would be 
the complement of one of these ships? 

Admiral Denesrink. I would estimate that the complement of 
such a ship would be in the neighborhood of 50 to 51 people. 

Mr. Vinson. Now, in the event the Congress passes the bill in the 
form that is proposed, what would you do and what would be the 
method of procedure after the money has been made available? 

Admiral Denesrink. Considering the information that was read 
here this morning that we would use Government-appropriated funds, 
these ships then become Government-built ships. The Navy Depart- 
ment, Bureau of Ships, would draw up the design specifications and 
it is my understanding that Admiral Leggett, the Chief of the Bureau 
of Ships—and I am not speaking through the benefit of having talked 
to him on this, but it would be my understanding that he could then 
deal with the Maritime Administration to have these ships constructed 
as a strictly commercial vessel following the specifications of the 
American Bureau of Shipping and also complying with the Coast 
Guard requirements and regulations. 

They would be built in private yards, following that commercial 
practice. And the Bureau of Ships would turn over to the Maritime 
Administration the supervision of that matter. 

Mr. Vinson. Now, after the ship is built and the title is in the 
Government, in the Navy, then it would be turned over to the MSTS 
for operation, is that it? 

Admiral Denresrink. That is correct. And to go a step further, 
MSTS would enter into contract negotiations with private American 
shipping companies who would operate those ships using civilian 
crews hired from the labor union hiring halls. 

Mr. Vinson. And when that took place, then you would take out 
of the MSTS fleet some number of tankers that are 10 years old and 
put in the reserve? 

Admiral Denrsrink. When and as these 20 ships become available 
and were delivered for operation by MSTS, we would proceed with the 
inactivation and maintenance in the reserve fleet of 37 T—-2 Govern- 
ment-owned tankers which are currently being operated by MSTS 
in exactly the same fashion that I have described to you, sir. 

Mr. Vinson. Then how many ships, after these 20 are finished, 
would be in MSTS or in the tanker fleet? 

Admiral Denesrink. We would have the 20 tankers which we 
are now talking about. We would have in addition four 29,000-ton 
deadweight tankers which we have on a 5-year charter from the 
O’Ryan Co., and we would have 10 Government-owned T-2 tankers 
which we are currently operating. 

Mr. Vinson. Then that act make a tanker fleet operated by the 
MSTS of 34 ships? 
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Admiral Denresrink. That is correct; 34 ships of the T-2 type and 
larger. 

Mr. Vinson. That is right. And in addition to that we would 
have in the reserve how many ships? 

Admiral Denresrinx. We would have-—— 

Mr. Vinson. 12 plus 37? 

Admiral Denesrink. We would have 37 plus—— 

Mr. Vinson. 12. 

Admiral Deneprin«. Eight, which we are already in the process of 
putting in, or 45. 

Mr. Vinson. We would have 45 in reserve? 

Admiral Dreneprink. Yes, sir. 

Mr. Vinson. And we would have 34 in operation? 

Admiral Dreneprink. Yes, sir, 34 in operation. 

Mr. Vinson. In operation. Now, is that the total strength of the 
tanker fleet of the United States Government? 

Admiral Denerrink. That is the total strength of the MSTS in 
vessels of the size of the T-2 or larger. 

Mr. Vinson. Now, that—— 

Admiral Deneprinx. We have not talked, Mr. Vinson, about 
the—— 

Mr. Vinson. Fleet. 

Admiral Denesrink. Fleet oilers. y 

Mr. Vinson. Now, are you posted as to how many fleet tankers we 
have always accompany the fleet? 

Admiral Denesrink. I am sorry that I do not have the detailed 
information. 

Mr. Vinson. Well, put that In the record. 

(The information is as follows:) 

DEPARTMENT OF THE Navy, 
Sea TRANSPORTATION SERVICE, 
Washington, D. C., June 16, 1954. 

Hon. W. SHarer, 


Chairman, Subcommittee No. 1, Committee on Armed Services, 
House of Representatives, Washington, D.C. 

My Dear Mr. Cuartrman: During your committee hearing on June 11, 1954, 
on 8. 3458, to authorize the long-term charter of tankers by the Secretary of the 
Navy, Mr. Vinson asked me to furnish to the committee the number of fleet 
oilers in existence today. 

The Chief of Naval Operations has advised me that there is a total of 38 fleet 
oilers in active service today. Of this number, 29 fleet oilers are operated by the 
fleet and the remaining 9 are in MSTS service. MSTS is presently inactivating 
5 of these ships which leaves 4 in an operational status. 

If I can be of any further assistance to you, please do not hesitate to call upon 
me, 

Sincerely yours, 
F. C. DENERRINK, 
Vice Admiral, United States Navy, 
Commander, Military Sea Transportation Service. 


Admiral Deneprin«. I operate—I will be operating four Navy 
tankers in addition to the ships which I have previously described to 
you, and in the service forces of the various fleets they operate a 
considerable number of so-called fleet oilers. 

Mr. Vinson. That is right. 

Admiral Denesrink. | know that I have operated a great many 
in that category myself. 
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Mr. Vinson. Well, get that information, if you will, and put it in 
the record so we can have it if the question arises on the floor. 

Admiral DenesRINK. Yes, sir. 

Mr. Vinson. Thank you, Mr. Chairman. I am through. 

Mr. SHarer. Any further questions? 

Mr. Nexson. Mr. Chairman, are we operating under a closed rule 
or may I ask questions? 

Mr. SuHarer. If you like, you may ask questions. 

Mr. Netson. Admiral, I started these hearings with the predilection 
that maybe private industry ought to build these, but I didn’t find 
ony evidence here that convinced me that it was the advantageous 
thing. 

Now one of the things that has been brought to my attention about 
this whole business gy contention upon the part of private industry 
that if we do it through private industry we get this critical thing 
started right away, and then on the other hand if we do it with appro- 
priated funds and the Navy draws up the specifications, it will take 
months and months longer. I would like to have your reaction to that. 

’ Admiral DenreBrRiInK. Well, let us discuss, if we may, the problem 
of doing it with private financing, in order to give you some idea of the 
delay that is inherent in that contingency. I would estimate that if 
the proposed legislation by private financing were enacted into law, we 
would require from 75 to 90 days in order to issue our invitations 
blanket wide to the industry, with the multitudinous details in those 
invitations for their scrutiny, their appraisal, their contacting of ship- 
building companies and financing organizations, and the preparation 
of their offer to me. 

Anything less than 75 to 90 days, I think, would be unfair burden 
upon any potential contractor. 

Then I would visualize that it would require the most careful 
analysis in order to determine which offer was best in the national 
interest. 

It would also appear that we would have to and should have some 
authority to negotiate the most promising offers, in an attempt to 
bring them in line in the national interest. So I would estimate that 
analysis would take another 75 to 90 days. 

So that would bring us up to a total period of 6 months. 

Now, with regard to Government financing, I am not in a position 
to answer that authoritatively. Admiral Leggett came up the other 
day, at Mr. Vinson’s request, and testified as to his ability to construct 
this ship similar to that which could be constructed by the private 
industry. It does not seem to me, certainly, that with Government 
funds we should be under any greater delay than in the 6 months’ 
delay that I have indicated to you for the private funds. In other 
words, I might—as a nonexpert, I would hazard the guess that the 
Navy could proceed in less time. 

Mr. Nevson. Now, Admiral, I am glad to hear you say that. And 
all during the hearings it was indicated, so far as my understanding 
was concerned, that if this was undertaken by private industry, you 
would simply send out the general specifications that you have out- 
lined this morning as to length, weight in deadweight tons, as to beam, 
and as to speed, and then you would get back from all these various 
shipyards different specifications, undoubtedly, from each one of 
them, wouldn’t you, and their low bid on the basis of those specifica- 
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tions, which was one thing I couldn’t understand. Because I am sure 
the Navy would go over all them and decide the maximum things it 
wanted. And then, of course, you would have to negotiate, wouldn’t 
you? 

Admiral Deneprink. Well, | want to make it clear, sir, that MSTS 
would never deal with a shipbuilding company. We would invite 
offers for charters and whoever came in with the offer for charter 
would have had to be in touch with a shipbuilder and would have 
negotiated a tentative contract with that shipbuilder to provide a ship 
at a certain cost. 

Mr. Nextson. Based upon that contractor’s specifications as to 
what should be in the ship? 

Admiral Deneprink. That is correct. And they would have to be 
laid down along the yardstick of finite specifications in order that we 
could evaluate and analyze the different offers. Otherwise, we would 
be comparing oranges and grapefruit. 

Mr. Newson. So that the Navy in the case of the original bill which 
contemplated letting the private owners build it with their own pri- 
vate finances would have gone into exactly the same detailed specifica- 
tions as to what should go into that ship as you will if you get Govern- 
ment appropriated funds? 

Admiral Denerrinkx. That is correct. We would pass upon the 
building specifications that would be presented with the offers. 

Mr. Netson. So that as I understand the whole proposition, under 
either method you would follow the same procedures as to detailed 
specifications, but if you get appropriated funds, you can do it a little 
quicker than you could if it was private funds. 

Admiral Denesrink. I would estimate that the Navy could go 
out and I will say that it would appear to me that the Navy would 
not have to go through the business of inviting the offers, analyzing 
the offers, and making doubly sure that we could defend our final 
selection, and that period of time would permit the Navy then to go 
out with appropriated money in the same way. 

Mr. Nevson. Mr. Chairman, if I may, to carry this one step 
further, because I think it is important to have it on the record. 

Mr. Suarer. Yes. 

Mr. Netson. It was testified by the private shipowners here, to 
wit: One that I remember was the representative from Bethlehem- 
Quincy, that if they build a tanker with private industry it would cost 
anywhere from $2 million to $3 million less than if you build it with 
appropriated funds because of the strictness of the requirements for 

avy inspection and because of—and he didn’t say, but indicated— 
the embellishments that the Navy might ask on a tanker that a 
commercial operator would not ask. 

Now what do you have to say about that? 

Admiral Well, have to bow to the testimony 
before your committee of Rear Admiral Leggett, the Chief of the 
Bureau of Ships, which is the No. 1 authority in the Navy in that 
matter. He did not support the view of Mr. eslieaster. 

Mr. Nexson. Well, then, Admiral, just one more question and I 
am done. What single advantage ial there possibly have been to 


your bringing in a bill to have private industry build these ships when 
the Government could build them at a less cost, and have private 
industry build them, and private industry to operate them? In all of 
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the testimony I have heard I have failed to find one single concrete 
advantage of having private industry build them. 

Admiral Denesrink. Well, I have some very definite ideas on that 
and I would like to testify in that vein because this is the meat of the 
coconut which you gentlemen are discussing. 

You should bear in mind the background of this legislation. This 
legislation originated in an overall petroleum study before the National 
Security Council and one of the facets of this huge problem dealing 
with the national security of our country involved the lack of tankers 
to meet the mobilization requirements of the United States. 

And the Secretary of the Navy was directed to prepare a study 
involving the adequacy of our tanker fleet under the American flag 
and the consideration of enlarging that fleet through the time charter- 
ing over a long-term period of newly constructed supertankers. 

When that directive was given to me, we prepared such a study and 
I believe it was an exhaustive one. That study was presented to the 
Secretary of the Navy and was later given to the National Security 
Council, with the result that the study was approved and the Secretary 
of the Navy was directed to implement it. 

Our recommendation had been to make an initial step to the tune 
of 20 tankers to be chartered over a 10-year period. 

Mr. Nexson. Then are you indicating to this committee, Admiral, 
that you operated in accordance with the exact terms of the directive 
and not as a factfinding agency yourself? 

Admiral Denesrink. We were able—we came with this study 
which indicated that it was in the national interest that we generate 
some new tankers. 

It was determined as a result of our study that we had every 
reasonable assurance that we could charter 20 new privately owned 
and operated tankers for a 10-year period at a cost which would permit 
us to lay up 37 of our present T—2 tankers and pay the cost of their 
inactivation and maintain them in the layup fleet, at almost exactly 
the same sum of money that it would cost the Government to continue 
to operate our existing T—2 tanker fleet. 

So here is a very promising situation. We can put 37 existing tank- 
ers in reserve. We can pay for the cost of inactivating them. We can 
pay for the cost of maintaining them in reserve. We have increased 
our reserve status. And we have on the books an actually operating 
20 new privately owned and operated supertanker fleet. 

Mr. Neuson. I would say to you, Admiral, that the evidence I 
have heard in this hearing indicates that under the method of direct 
appropriation of money you have we can get just exactly the same 
advantages that you have enumerated, and in addition to that, 
instead of at the end of 10 years having private operators own 6634 of 
the tankers, without an option on the Government to review the 
charter provisions, that the Government owns them and has 10 years of 
good life in them. 

Admiral Denesrink. That is correct, and that works out at a cost 
to the Government over the private financing method of $95,000 per 
ship per year. 

Mr. Netson. Less. 

Admiral Deneprink. And has been testified here—— 

Mr. Less, Admiral. 

Admiral Drnesrink. It will cost $95,000 per ship per year less 
under the Government financing. 
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Mr. Nexson. That is right. 

Admiral Denesrink. Than by private financing. 

And as Secretary of the Navy Thomas has testified before this 
committee, the philosophy of private capital and private ownership 
has been one of the major considerations in the approach of the 
private financer. 

Mr. Netson. I think that is right, Admiral. But especially 
where you are encouraging the merchant marine to construct tankers 
for instance, for private use which will be available in case the Gov- 
ernment needs them. In this particular instance we have an entirely 
different approach because we are constructing tankers primarily for 
Government use. Isn’t that true? So we can retire certain tankers 
already Government-owned into the active reserve. 

So the approach is entirely different, is it not? 

Admiral DeneBrink. Well, it is private ownership versus Govern- 
ment ownership. That is the bone of contention in this legislation. 

Mr. Nexson. Yes. It is private ownership versus Government 
ownership on ships primarily designed for Government use and not 
for private use. Do you get my point? 

Admiral Deneprink. Well, I understand what Government—— 

Mr. Nexson. While I was on the Merchant Marine and Fisheries 
Committee, the Government was urging private enterprise to build 
these ships, giving them long-term charters, giving them every 
advantage, but those ships were being operated for private ends and 

rivate purposes. Now we are confronted with the problem of 
building 20 tankers almost completely for Government use; isn’t 
that true? 

Admiral Denesrink. Well, it is for 10 years of Government use. 

Mr. Nevson. And the Government can use them 10 years after that, 
too, can’t they? 

Admiral Denesrink. If they chose to enter into a new charter 
contract. 

Mr. Netson. We don’t have to do that now. Because if we put 
this bill through at the end of 10 years, we will own them. 

Mr. Keviener. Mr. Nelson’s reference is to the proposal now before 
the committee for direct construction, with appropriated funds, as 
distinguished from the charter concept. 

Mr. Bennerr. Mr. Chairman, may I ask a question? 

Mr. Suarer. Mr. Bennett. 

Mr. Bennett. I would like to ask: What is the difference between 
the two plans, that is, between S. 3458 and this proposed amendment, 
as to who will be the officers and crews on these boats? 

Admiral Denesrink. Well, that would be a matter of administra- 
tive decision, but I testified, sir, that it is proposed that if these tankers 
were to be constructed with Government appropriated funds, it is my 
thought that the ships would be placed with private costs to operate, 
using merchant officers and merchant crews. And the contract with 
these companies would guarantee that they would be reimbursed for 
all expense of operation and they would be given so many dollars per 
day per ship in order to carry on the operation. 

Now that is one weakness in the operation. If a private company 
owns its own ship and operates it, I reluctantly but I honestly tell you 
that he is going to get a more efficient operation and a more economical 
operation than if he is paid so many dollars per day to operate a 


« 
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Government-owned ship for MSTS, knowing that MSTS is going to 
make him whole for all of his cost of his operation. That is just 
human nature. 

Mr. Vsnson. Mr. Chairman, I renew the motion, that it is the sense 
of the subcommittee that they recommend to the full committee that 
the enacting clause be stricken out and the amendment as read, with 
the suggested amendment 

Mr. Suarer. To S. 3458. 

Mr. Vinson. Be enacted 

Mr. Suarer. You heard the motion? 

Admiral Denesrink. Mr. Cheirmen, may I give some information 
to the committee which I think——— 

Mr. SHarer. We must go—~— 

Mr. Vinson. Wait. Mr. Chairman, this is on the amendment. 
Let’s hear him on this amendment. Is that what this is on? 

Admiral Denesrink. I wish to furnish this committee some infor- 
mation which I think they should know about. It will take me 
2 minutes, sir. 

Mr. Suarer. All right. 

Admiral Deneprink. I refer to Senate 3458, which was acted 
upon—l beg your pardon, yes, Senate 3458, which was acted upon 
by the Senate subcommittee and voted out by the full committee of 
the Senate to the floor of the Senate. I have that information from the 
clerk of the committee. 

In effect, this bill requires that MSTS move at least 50 percent of its 
petroleum products in privately owned and operated ships. 

And I would like to correct myself. It is Senate 3233. 

Now this bill requires that at least half of the petroleum products 
will have to be moved in privately owned tankers. 

So I find myself in the difficulty, then, that if the Senate bill article 
has been voted out to the floor of the Senate becomes law—and it 
has not yet been considered in the House—then I am faced with the 
problem of moving at least 50 percent of my petroleum products in 
privately owned tankers. 

If your measure which you are now considering becomes law, | will 
be confronted with operating 20 tankers which are built with Govern- 
ment funds—and it is conceivable, and your committee should know 
that it is conceivable—that to employ those tankers as they should 
be employed might conceivably be carrying more than 50 percent of 
my petroleum in Government-owned ships. 

I think you gentlemen 

Mr. SuHarer. Well, I think that is a bridge we have to cross when 
we come to it. 

Mr. Vinson. I think we are grateful to the admiral, but we are not 
worried about that. 

Admiral Denesrink. All right. 

Mr. Neuson. Mr. Chairman, may I ask what the bill is from the 
Senate that you refer to? What is its purpose? 

Admiral DeneBrink. Senate 3233 amends the Merchant Marine 
Act of 1936. 

Mr. Vinson. It is a tanker bill. 

Admiral Drenesrink. To provide permanent legislation for the 
transportation of a substantial portion of waterborne cargoes in 
United States-flag vessels. 

42066—54—No. 
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Mr. Hess. Is it a departmental bill? 

Admiral Denesrink. No, sir; this is a bill which was presented to 
the Senate and I think it reflects the views of industry. 

Mr. Ne son. Is that bill presently before the House Merchant 
Marine and Fisheries Committee? 

Admiral Deneprink. I understand it has been introduced by Mr. 
Tollefson as H. R. 8659. No hearings have been held on it, yet. 

Mr. Nextson. Mr. Chairman, wouldn’t it be possible for this com- 
mittee, through its counsel, to suggest to the Merchant Marine and 
Fisheries Committee the action that we are taking and suggest they 
amend the bill to say privately owned or operated? 

Mr. Hess. Yes. That is all that is necessary. 

Mr. Suarer. That is all that is necessary. Thank you very much, 
Admiral. 

Admiral Deneprink. Thank you, gentlemen. .I hope you don’t 
mind my bringing in that conflict. 

Mr. Suarer. We are very glad to have the information. 

Mr. Netson. Well, may I ask, Mr. Chairman, if the amendment 
suggested by Mr. Kelleher includes the provision that this committee 
feels these tankers should be privately operated under charter? 

Mr. Vinson. No; we don’t deal with it at all. That is left up to 
them. 

Mr. Suarer. You have heard the motion to strike out all of the 
enacting clause of S. 3458 and insert the amendment as read. All in 
favor signify by saying ‘“‘aye.’”’ To the contrary the same. 

I will entertain a motion to report it to the full committee. 

Mr. Vinson. Mr. Chairman, I move that the Chair be directed on 
behalf of the subcommittee to report the bill to the full committee, 
with the recommendation that it do pass as reported by this sub- 
committee. 

Mr. Huss. Second it. 

Mr. Suarer. Without objection, it will be reported. From time 
to time during these hearings letters have been received from inter- 
ested organizations. I think that all of them should be inserted in 
the record at this point. 

Mr. Kevvener. | will do that, Mr. Chairman. 

(The letters are as follows:) 


STATEMENT OF NATIONAL BuLkK Carriers, INc., New York, N. Y. 


National Bulk Carriers, Inc. is a steamship organization operating some 37 
tankers on worldwide routes. We have been so engaged for the past 18 years. 
We would like to state, at the outset of our remarks, that we are fully in ac- 
cord with what the bill is designed to accomplish. We believe that legislation 
should be enacted to permit the Navy to charter newly built, fast, modern tankers 
for periods up to 10 years. We have no doubt whatever but what the logistics 
of national defense urgently require the availability of such ships to the Navy. 
Furthermore, no one can deny that our shipbuilding industry needs work on new 
ships if the shipbuilding skills and know-how which saved this Nation from defeat 
in two World Wars are to be retained as an important element of national defense. 
If the Navy’s needs are to be served at all it goes without saying that a bill 
must be framed that is entirely eapesnces: and workable, otherwise, the Navy 
will be in the position of having the necessary legislative authority to charter the 
tankers but under such onerous terms and conditions that the maritime industry 
will not be interested in making the very substantial investment to build the 
ships for charter to the Navy. 
n our opinion the bill as now phrased is neither practicable or workable. Should 
it be passed in its present form the entire purpose of the bill would fail and the 
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Navy would have to come back to the Congress seeking amendment to the bill 
and be faced with the long delay that such procedure would entail. 

We, therefore, address ourselves to the amendments made from the floor when 
the bill was passed by the Senate last week. 


(1) Contract preference to operators exclusively engaged in the operation of American- 
flag ships 

We concur heartily with this amendment made by Senator Magnuson, but we 
believe the language of the amendment needs a slight change for clarification. 
The word ‘‘operators’’ is possible of construction to include a wholly American- 
owned operator of American-flag tonnage who may serve as agents in this country 
for a foreign-shipping organization. Because of such agency he might be deemed 
to be an operator of foreign tonnage and be barred from participation in this 
program. here is hardly an American steamship operator in business today 
who does not regularly or occasionally serve as agent or representative in the 
United States of a foreign shipping company. We recommend that the word 
“operators” be eliminated in favor of the word “‘companies.”’ The text of the bill 
incorporating Senator Magnuson’s amendment would then read: 

“In awarding such contracts the Secretary of the Navy shall give preference 
to companies who are exclusively engaged in the operation of American-flag ships.’’ 


(2) The requirement that these vessels shall remain under United States registry for 
10 years ofter the conclusion of the Navy charter unless transfer be approved by 
the Secretary of the Navy and the Secretary of Commerce 

It is difficult to project or foresee the tanker-market situation 10 years hence. 
What it will be after 10 years from now no responsible person would venture to 
even guess. In the light of current experience, we do know that it is not possible 
to operate profitably an American-flag T—2 tanker in today’s market, or in the 
foreseeable future. The trend today is for the construction of larger and still 
larger tankers. Ten years from the time the vessels provided for under this bill 
are constructed, they may be as obsolete and unprofitable to operate under the 
American flag because of their small size as T—2’s are today. We believe an owner 
should be enabled to employ the capital he has invested in his ship at a profit, 
if he can, and wherever he can, without undue restriction. 

The transfer of an American vessel to foreign registry is now subject to the 
approval of the Maritime Administrator who is a responsible official subordinate 
to the Secretary of Commerce. We believe the present law is fully adequate to 
protect the national interest in the transfer of registry of American vessels to 
foreign flags. 

We would urge, therefore, that this amendment be deleted in its entirety. 

(3) The charter hire ceiling of $5 per deadweight ton 

The text of the bill in section 2 (b) provides that the charter hire “shall not 
exceed an average rate for the life of the charter party of $5 per deadweight ton 
per month provided that such average rate will not result in the recovery of 
more than two-thirds of the construction cost of the ship.” 

Discussing first the ceiling rate of $5 per deadweight ton per month, we would 
like to point out that this charter rate, if deemed adequate now, could be entirely 
unrealistic at the time negotiations were commenced for the charter of these 
vessels because of continually rising costs. 

We believe the Government’s requirements for materials or services have 
always been best served by open, competitive bidding. We recommend reliance 
upon that long-established principle for the development of such charter rate as 
may be fair and equitable at the time the charters are negotiated. 

There should be no anxiety on the part of this committee that any rate which 
may be established or negotiated for these charters will permit an owner to make 
an unreasonable profit in the transaction. The provisions of the Renegotiation 
Act are adequate to recapture for the Government any profit deemed to be 
unreasonable after payment of taxes. 

We, therefore, recommend the elimination of any rate ceiling from the bill. 


(4) The limitation precluding the recovery of more than two-thirds of the construction 
cost of the ship 
It has often been stated by the uninitiated at many congressional hearings 
that the useful life of a tanker is 20 years. We do not agree with this statement. 
In fact, our own experience demonstrates very definitely that 15 years is about 
the limit of a tanker’s operating life. 
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The first 8 to 10 years of a tanker’s life are the best years. It is these years 
the Navy would use under the proposed bill. At the end of 8 to 10 years in the 
clean-oil trade a tanker will require complete rebuilding at an expense of approxi- 
mately 20 percent of her construction cost. If she has been employed in clean 
and black oil alternately, rebuilding may be postponed perhaps a year or two. 

Any discussion of what an owner will recapture by way of depreciation after 
10 years of Navy service should properly take into consideration his very sub- 
stantial rebulkheading costs which will necessarily have to be made no later 
than the conclusion of the 10-year Navy term. 

It all adds up to the fact that while the owner may have recovered two -thirds 
of his construction costs in 10 years, he will then have a vessel requiring heavy 
eapital expenditures before he can avail himself of any further useful life. 

We do not believe it to be unreasonable to permit an owner to recover two- 
thirds or more of his construction costs by way of depreciation. As mentioned 
previously, at the expiration of the 10-year Navy charter he might find himself 
with a vessel, which because of its size, is too small to operate profitably. 

We suggest the text of the bill now prohibiting the average charter rate from 
resulting in the recovery of more than two-thirds of the construction cost of the 
ship be deleted from the bill. 

his opportunity to present our view to the committee is greatly appreciated. 
Nationa, Carriers, INc., 
J. K. GaLLeHER, Operating Manager. 


Testimony or Hoyt 8S. Happockx, Exscurive Secretary or THE CIO 
MaRiTIME COMMITTEE 
JUNE 3, 1954. 


The CIO Maritime Committee is composed of the National Maritime Union, 
American Radio Association, National Marine Engineers Beneficial Association, 
Industrial Union of Marine and Shipbuilding Workers, and District No. 4, United 
Steelworkers of America. 

In general, we ere in favor of 8. 3458 as amended and passed by the Senate. 
This bill would authorize the long-term charter of tankers by the Secretary of the 
Navy, and for other purposes. 

The building of 20 modern tankers would be an important beginning towards 
modernizing our merchant marine which is rapidly becoming obsolete in a block. 
It is shocking that at the beginning of a possible world war, 56 percent of our mer- 
chant ships are classified as poor by the Maritime Administration. Out of the 
total of 3,348 active and inactive ships in our merchant marine, 1,875 are obsolete. 
This is not surprising because 1,713 are Liberty ships which were obsolete on the 
drawing board. 

The building of the 20 tankers would be a shot in the arm to the American 
private shipyards which are so vital to our national security. On January 1, 1954, 
our private shipyards had orders to build only 48 merchant ships, aggregating 
686,635 gross tons. This is only 5.3 percent of the total shipbuilding orders for 
1,492 merchant ships, aggregating 13,726,336 gross tons throughout the free 
world. It places the United States in sixth place in shipbuilding. The number 
of ships being constructed or on order for the first six top ranking countries on 
January 1, 1954, was as follows: 


Number of Percent of 

Country ships Gross tons world total 
at 145 1, 887, 002 10.6 


By March 1 of this year there were only 39 merchant-type ships of 1,000 gross 
tons and over, aggregating 571,985 gross tons, under construction or on order in 
the private American shipyards. This is less than one-half of the number of 
ships under construction or on order in American yards | year ago. At that time 
there were being built 88 ships, aggregating 1,246,280 gross tons. Moreover, 
50 percent of the ships now on order will be completed by June of this year. By 
the first of next vear, there will be only two of these ships that will not be com- 
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pleted and delivered. This is most distressing when we realize that our private 
yards have not received a single order for merchant ships during the past 16 
months. Thus, the construction of 20 tankers will at least enable a few American 
private shipyards to keep open and maintain a nucleus of skilled workers who are 
so essential to our national defense. 

We are in favor of the private operators of these tankers signing a 10 year 
contract with the Navy. This will tend to dull the military fallacious argument 
that they cannot depend upon private operators because the operators make their 
ships available for cargoes and trades which provide the most lucrative return. 
Also, it assures the shipowner of employment of his ship for a 10-year period. 
This will be an incentive to invest private funds to build these ships. At no time 
must our position on this bill be interpreted to mean that we are in favor of having 
the Government operate merchant-type ships. However, we are not opposed 
to having privately owned and operated merchant ships under contract to the 
Navy, as long as the crews aboard these ships are covered by collective bargaining 
agreements between the operators and the bona fide maritime unions. 

Two of the amendments passed by the Senate are designed to discourage 
American shipowners, who are in any way assisted by our Government, from 
transferring American-flag ships to foreign flags. The first amendment provides 
that, in awarding the contracts, the Secretary of the Navy shall give preference 
to operators who are exclusively engaged in the operation of American-flag ships. 
We urge this committee to tighten the language to provide that the Secretary of 
the Navy shall award contracts only to American operators who are exclusively 
engaged in the operation of American-flag ships. 

The second amendment provides that after the expiration of the 10-year con- 
tract the operator may not transfer his tanker to foreign flag unless the Secretary 
of Commerce determines the transfer to be in the national interest. We urge 
this subeommittee to tighten the language to provide that the tanker may not 
be transferred to foreign flag at any time. 

As of January 1, 1954, there were a total of 346 ships of 1,000 gross tons and 
over owned by American companies and operated under foreign flags. Also, 
there were a total of 72 ships which were being constructed for these companies 
to operate under foreign flags. These 418 ships are 34 percent of the privately 
owned ships under the United States flag. Of these 418 ships, 207 are under the 
“runaway” flags of Panama, Honduras, and Liberia. 


Taste I.—Ships of 1,000 gross tons and over under forcign flag and owned by 
affiliates of parent companies incorporated in the United States, as of January 1, 
1954 


All type ships 


Seagoing tankers 


Seagoing dry 
cargo 


Seagoing ore 
carriers 


Dead- 


Num- 


Dead- 
weight 
tons 


Dead- 
weight 
tons 


Num- 
ber 


Dead- 
weight 
tons 


Presently 
Under construction for for- | 


eign flag operation. 


we 
| 
| 


346 |4, 787,721 
72 (1, 761, 412 


287 
53 


4, 431, 957 | 


1, 332, 812 


216, 768 
24, 000 


13 
13 


138, 996 
404, 600 


5, 764, 769 


240, 768 | 


26 


543, 596 


Source: U. 8. Maritime Administration. 


In table I there are listed 26 ore carriers, aggregating 543,596 deadweight tons, 
which are operated or being constructed for operation under foreign flags and 


owned by subsidiaries of American companies. 


the large American companies listed in table IT. 


All 26 ore carriers are owned by 
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Tas Le II.—Ore carriers of 1,000 gross tons and over under foreign flag and owned by 
affiliates of major United States companies 


Under construction | Total operating 
Presently operated for foreign flag and construction 


Name of company 


Dead Dead 
Number Number Number 
of ships — of ships | Weight | of ships | Weight 


Aluminum Company of America. -..-...-- 4 31, 900 72, 000 s 103, 190 
Bethlehem Steel Corp ane 3 793 5 | 243, 000 8 265, 793 
Republic Steel Corp 2 44, 100 4 89, 600 6 133, 700 
Reynolds Metal 1 13, 150 
U. 8. Gypsum Corp 3 3 27, 763 

ALS 13 | 138, 996 | 13 | 404, 600 26 | 543, 596 


Source: U. S. Maritime Administration. 


Of the 52 dry-cargo ships shown in table I, 44, ageregating 203,548 deadweight 
tons, are owned by 2 large American corporations hirty-nine of these ships 
are owned by United Fruit Co. and five are owned by Standard Fruit Co. 

There are 340 seagoing tankers, aggregating 5,764,769 deadweight tons, which 
are operated or under construction for operation by affiliates of American 
companies. 

Two hundred and forty or eighty-five percent of the two hundred and eighty- 
seven seagoing tankers actually in operation are owned by five large oil companies. 
Forty-five or eighty-five percent of the fifty-three tankers under construction for 
foreign-flag operation are owned by the same five companies. The numbers and 
ponmage — tankers owned by the five large American oil companies are shown 
in table III. 


Tae III.—Seagoing tankers of 1,000 gross tons and over under foreign flag and 
gh by "eae" of major oil companies incorporated in the United States, as of 
an. 1, 19. 


Under construction Total operating 
Presently operated for foreign flag and construction 


Name of company 


Number |Deadweight; Number |Deadweight|; Number |Deadweight 
of ships tons of ships tons of ships tons 


OR 21 366, 711 13 365, 542 34 732, 253 
Socony Vacuum Oil Co., Ine.!___... 29 366, 118 2 46, 400 31 412, 518 
Standard Oil Co of California ?_____- 64 | 1,029, 393 5 89, 100 69 1, 118, 493 
Standard Oil Co. of New Jersey_...- 111 | = 1, 428, 555 18 432, 520 129 1, 861, 075 
15 242, 951 7 145, 650 21 388, 601 

240 | 3,433,728 45 | 1,079,212 284 4, 512, 940: 


1 19 tankers are jointly owned by Socony Vacuum Oil Co., —_ Spates Oil of New Jersey. 
2 53 tankers are jointly owned by Standard Oil of { California and Texas Co. 


Source: U. S. Maritime Administration. 


The argument often used by the American companies is that they operate their 
older ships under foreign flag. This is not true. In their 1952 annual report 
Lloyd’s Register of Shipping reported that only 5 percent of the tankers registered 
under the American flag were under 5 years: old. On the other hand, the per- 
centages of tankers under 5 years old in the “runaway”’ fleets were as follows: 


Percent 


It is paradoxical that the large American companies that dodge paying American 
taxes are the same ones having large foreign holdings which require the protection 
of our Government. 

The American maritime unions have always been concerned with our Govern- 
ment’s policy of permitting the transfer of American-flag merchant ships to ‘‘run- 
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away” flags. Despite our criticism, the shipowners, in the post-World War II 
period 1945 through 1952, transferred 532 of their ships to foreign flags. The 
shipowners readily agree that the main reason for transferring to foreign flags is 
to realize greater profits by employing the lowest paid seamen they can find. 
They compare the voyage costs of American ships manned and serviced by crews 
and shoreside personnel participating in our high standard of living economy with 
the operating costs of foreign ships manned by seamen who earn substandard 
wages and work long overtime hours with little or no extra compensation. 

In the past the Maritime Commission and the Maritime Administration had 
usually specified that American ships transferred to foreign flag could not come 
into direct compentitio with American-flag ships. American maritime labor 
emphatically stated that even with that policy, every ship transferred meant 
that two ships were lost to the American merchant marine. This was so because 
the transferred ship would release another foreign-flag ship from another trade 
which would then come into competition with American ships. A prize example 
is the one in which the Maritime Administrator permitted the Matson Line to 
sell the Mariposa to the Home Lines with the proviso that the ship not enter 
American ports for 5 years. The Home Lines renamed the Mariposa the Homeric 
and registered her under the Panamanian flag. The Home Lines recently an- 
nounced that the Homeric would replace the luxury liner Allantic in the run be- 
tween Canada and Europe. The Atlantic will then be placed in the run between 
New York and the Mediterranean ports. Thus, the sale of the Mariposa has 
resulted in the shifting of the Atlantic into direct competition with United States 
mae ships on the run between New York and the Mediterranean ports. 

t is important to realize that this practice is mad» even easier for standard cargo 
and tank ships than it is for passenger ships. Also, we wish to point out that this 
practice of having transferred ships release other ships to restricted trades is a 
means of offsetting the requirement that the transferred ship shall not ply in the 
trades with Communist countries in accordance with the Department of Com- 
merce’s Transportation Orders T-1 and T-2. 

The maritime unions were indeed startled by the Maritime Administration’s 
announcement of the so-called liberalized policy of permitting the transfer foreign 
of Liberty type tankers to the runway flags of Panama, Honduras, and Liberia. 
This policy is as follows: 

““RECOMMENDATION 


“It is therefore recommended that, subject to the receipt of the views of the 
Department of the Navy, that it has no objection to the transfer upon conditions 
hereinafter set forth, you authorize a relaxation in the Maritime Administration’s 
statement of policy issued under date of July 11, 1952, so as to permit the transfer 
of United States privately owned Liberty-type tankers to foreign ownership and/or 
registry, provided: 

“1. A finding can be made, with respect to each individual Liberty tanker, as 
required by paragraph 6 of the said statement of policy; 

“2. The transfer of the said vessel is to the registry and/or flag of Panama or 

Liberia, with ownership remaining either directly or indirectly in the United 
States citizen owner; and/or if the United States owner elects, consideration will 
- be given to transfer to Honduran registry and flag, under the same circum- 
stances; 
“3. The United States citizen owner of such Liberty tanker has submitted 
satisfactory evidence of economic unfeasibility, lack of present or prospective 
employment, forwarding such financial and operating data from date of acquisition 
of vessel to date of foreign transfer application, as a basis therefor; 

“4. The outstanding mortgage notes, if any, on the Liberty-type tankers owing 
to the Maritime Administration at the time of the transfer of said vessels are paid 
to the Maritime Administration; 

“5. That any such transfer to Panamanian, Liberian, or Honduran ownership 
and/or registry shall be subject to the conditions set forth in paragraph 7 of the 
statement of policy of July 11, 1952. 

“It is further recommended that, if the above is approved, you sign the attached 
letter to the Secretary of the Navy for its views with respect to the desirability of 
sieaning, Liberty tankers under the United States flag, for purposes of national 

ense. 

The new policy is based on the premise that Liberty-type tankers are obsolete 
and if they remain either directly or indirectly in the control of United States 
owners they will be available to the United States in time of national emergency. 
The Maritime Administrator has decided to apply his reasoning to the Liberty 
dry-cargo ships and permit them to be transferred because they are obsolete. If 
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he is permitted to apply his new policy of transfer foreign, we foresee the end of 
our United States merchant marine. 

We also challenge the thinking that ships under the “runaway”’ flags will be 
available to us in the next national emergency. Unlike the crews of American 
flag ships, the seamen aboard the “runaway” flag ships are not screened for 
loyalty. Based on the knowledge that the Communists have issued orders to 
their agents to become seamen aboard these ships, it would be folly to believe 
that they are not aboard these ships. This is especially true because many of the 
crews aboard these ships are from such countries where many of the people are 
avowed Communists. All of us are familiar with the fact that the Communist 
Party in this country had ordered its agents to seek employment aboard United 
States merchant ships especially those which transit the Panama Canal. In 
time of war it would be amazingly foolish for our Government to permit ships 
flying the runaway flags to transit the Panama Canal which is so vital to our 
national defense. Also, we will not find enough loyal skilled American seamen 
to man these ships if we permit the “runaway’”’ flag ships to drive us off the high 
seas. 

There is another good reason why we are certain that most of the “runaway”’ 
flag ships which are owned by Americans will not be available to the United 
States should an all-out war break out. Very few will disagree that Russia and 
her satellites have a good chance of sweeping across much of Europe before the 
free world will be able to stop them. In their sweep they will no doubt defeat 
and occupy the Balkan end Scandinavian nations. This will not only result in 
the loss of the merchant marines of those nations to the free world, but, in our 
opinion, will also result in the loss of most of the ships flying the ‘‘runaway”’ 
flags. These ships are manned by Italian, Greek, and other low-wage nationalities. 

Je are certain that as soon as the Communists overrun those nations they will 
radio all ships with crews of those nations to turn the ship to Communist-con- 
trolled countries. They will no doubt be successful in their order because it 
would be based on the threat of punishing families of crew members unless the 
ship is brought in. This risk can be avoided by keeping our ships from being 
transferred foreign. 

Upon hearing of the Maritime Administrator’s so-called liberalized transfer 
foreign policy towards Liberty type tank ships, the American Tramp Shipowners 
Association immediately requested that the new policy become applicable to 
their dry-cargo Liberty-type tramp ships. They made applications for the 
wholesale transfer of 60 of their ships to the “runaway” flags. Their argument is 
that at the present time 100 of their 150 tramp ships are laid up because of 
lack of economic and military aid cargoes. They state that the transfer foreign 
of 60 of their ships will permit the remaining 90 to remain under the American 
flag. Tous this is the most callous distortion of fact that we have ever witnessed. 
The transfer of the 60 tramp ships to the “runaway” flags will result in direct 
competition of those ships with the tramp ships of bona fide foreign maritime 
nations, as well as with our nontramp ships which frequently carry bulk cargoes 
in order to offset overhead expenses. Moreover, we do not believe that the 
members of the American Tramp Shipowners Association are sincere in their 
statement that they will request transfer foreign for only these 60 ships. We are 
certain that if they were given permission to transfer these 60 ships that in the 
near future they would apply for the tranfser of their remaining idle ships. 

The American maritime unions firmly believe that our Government should make 
a complete study of the need for an American tramp fleet and provide means for 
maintaining this fleet in competition with low operating cost foreign tramps. 
However, we believe that until such a study is made and legislation is enacted, 
the American tramps shall not be transferred to the ‘“runaway’’ flags. 

Tle American Tramp Shipowners Association states that 75 of the tramp ships 
were bought in 1948 and 75 were bought in 1951. We point out that these ships 
were actually purchased in order to carry the 50 percent of the economic aid 
cargces and the military cargoes allotted to American bottoms by law. It is also 
important to know that many of these shipowners have had and have financial 
interests in the foreign flag ships which carry the 50 percent of the economic aid 
cargoes allotted to foreign-flag ships. We are advised that most of the tramp 
ships purchased in 1951 have Government mortgages outstanding which average 
$350,000 a ship. Therefore, it is our opinion that the Government would be 
wise to foreclose on these ships and return them to the national defense reserve 
fleet. This would not only result in having these ships available in time of 
national emergency, but it would also prevent the overtonnaging of the present 
world shipping lanes from which approximately 10 percent of the foreign tramps 
have been withdrawn and put into lay-up. 
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The American Tramp Shipowners Association is requesting our Government 
to become a party to destroying the merchant fleets of the bona fide maritime 
nations in order that the tramp shipowners realize a great profit. They openly 
state that they fully intend to maintain a tramp fleet adequate to earry all 
economic and military aid cargoes allotted to American bottoms. It would be 
indeed a sad reflection upon our Government if they permitted the transfer of 
these ships to the “runaway” flags and at the same time were required to permit 
these operators to operate more tramp ships in the event that we increase our 
economic and military aid cargoes. In other words, the tramp operators bought 
ships, operaced them during the limited Korean war, and then request transfer 
of their ships. Should we increase our aid shipments to Indochina or other 
troubled spots in the world, these operators then would be in a position of buying 
other ships to operate under the American flag and at the same time procure aid 
cargoes for their foreign-flag ships. In the long run all we ean visualize is the 
complete destruction of the American merchant marine as well as the merchant 
marines of the bona fide maritime powers. 

In support of thg above argument that the further transfer of American-flag 
merchant ships will be most injurious to our merchant marine, we submit an 
article which appeared in the March 30, 1949, edition of the Shipping World, 
which is the foremost British shipping magazine. The article, entitled ‘“‘The 
Replacement Problem—Sell Abroad or Scrap and Build?” states in part as follows: 

“Shipbrokers who worked on the markets in the doldrums of the 1930's will 
remember the difficult task of finding a freight which a vessel could carry without 
loss. The exception was the new, economy type of ship with which the owner 
was able to trade at a moderate profit. The new ships of the period of depression 
were built at small expense, which added to the advantage which their modern 
design gave them through low running costs. Those owners, therefore, who, 
through thick and thin, persevered in their policy of replacement, were able to 
make headway against the adverse conditions then prevailing, and to emerge 
from them with an efficient fleet. 


SALE OF OLD VESSELS 


“The British policy of replacement had one characteristic which, the opinion 
is held in many quarters, added to the owners’ difficulties in times when tonnage 
was in excess of demand. They sold their old vessels, mostly to foreign buyers, 
in order to raise some of the capital required for their new purchases. One 
well-known London firm of shipowners was an exception and maintained by 
precevt and example that British shipping was ill served by allowing its older 
shipping to crowd the trade routes under competing colors. They sold their old 
ships for scrap prices which involved a total sacrifice of many thousands in 
comparison with what they could have obtained from foreign buyers. In the 
years before the war some foreign vessels, notably those under the Greek flag, 
could be operated at a lower running cost than the British. This advantage, 
added to that of low capital charges on vessels bought cheaply, was enough to 
compensate for the comparative inefficiency of the ships which changed ownership 
and flag, causing a fall in the percentage of shipping of British nationality. 


TOO MANY SHIPS 


“The arrival of new ships upon the seas, unaccompanied by a Crap est 
departure of old ones, helped to produce an excess of tonnage which depress 

the market so much that new building eventually came to a standstill. Urgent 
steps had to be taken to resume the creation of a modern merchant fleet and 
reawaken the silent shipyards. The scrap-and-build scheme was put into oper- 
ation—two obsolete ships scrapped for every new one ordered with the encourage- 
ment of a Government loan on easy terms. The plan worked well and a worth- 
while number of good new ships was the result. A crisis of overpopulation would 
arise in the world if 10 vears were added to the span of life, and in fact, something 
of the kind has already taken place in many countries as a result of improved 
conditions. That human problem cannot be solved by the brutal methods of 
wild life, but the case of ships is different. Old vessels should give place to new, 
except when every vessel which can be pressed into service is required for an 
emergency, as in the last 10 years. The occasional sale of old vessels may well 
be to the general good if it is to enable buyers of ability with only limited capital 
to make a beginning—some of our best shipowners started in thac way—but the 
disposal of obsolete ships involving a transfer of flag has been found to react to 
the detriment of British seamen, shipowners, and shipbuilders. When the 
necessary adjustment of building prices is reached, enabling ships to be ordered 
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with reasonable prospects of an unsubsidized and productive career, encourage- 
ment to scrap and build may well be a policy worthy of consideration by the 
Government.” 

We wholeheartedly agree that if worse comes to worse in the shipping industry 
it would be better to scrap our ships than to transfer them to the “runaway” 
flags, in order to at least preserve a segment of our industry. We are certain 
that we are not exaggerating when we state that if we continue a policy of permit- 
ting our ships to transfer to the “runaway” flags, those flags will be the only 
merchant marines in the future. 

In 1924 Lloyds Register recorded only 15 ships flying the Panamanian flag. 
As of June 30, 1953, there were 533 ships, aggregating 5,765,000 deadweight tons 
under the Panamanian flag. On that date there were 145 ships, aggregating 
2,277,000 deadweight tons, flying the Liberian flag, and 73 ships, aggregating 
570,000 deadweight tons, flying the Honduran flag. This is a total of 751 ships 
aggregating 8,612,000 deadweight tons under the 3 “runaway’”’ flags. 

A good example of how a nation can easily lose its merchant marine is that of 
Greece. Of the Greek merchant fleet of 940 ships, more tham two-thirds of these 
ships now sail under foreign flags. To date, the Greek merchant marine consists 
only of approximately 300 ships. One hundred and ninety-four ships are now 
flying the Panamanian flag, 77 the Liberian flag, and 49 the Honduran flag. Thus, 
462 ships of the Greek merchant marine are now flying the “runway’’ flags. 
Paradoxically enough, on January 31, 1953, the Journal of Commerce and Shipping 
Telegraph of London contained a story in which the Greek seamen’s unions were 
complaining about the practice of transferring the Greek ships to the “runaway” 
flags. The unions stated that the increasing use of foreign flags enables Greek 
operators to evade heavy taxation and enables them to man their vessels with 
non-Greek seamen under low standard of working conditions. Also, the Greek 
Government itself has finally agreed with the Greek seamen’s unions that the 
situation is extremely serious and is making every effort to convince the Greek 
shipowners to return their ships to the Greek flag. Nor is Greece alone in voicing 
its alarm over having her ships ane to operating under the “runaway” flags. 
In perusing the maritime periodicals of the foreign maritime nations we find that 
all maritime nations are concerned about this thorny problem. 

We emphatically repeat that this committee would perform a great service to 
our Nation by amending S, 3458 to provide that our Government will in no way 
become party to the scuttling of our American merchant marine by giving any 
aid to companies who own and/or operate foreign-flag ships. 

We are in complete agreement with the Navy’s announced policy to return the 
replaced 37 T—2 tankers into the national defense reserve fleet. It is indeed wise 
to have these ships available should the world situation worsen. If the Navy had 
decided to sell these ships to private operators, there would be a high probability 
that these or other tankers would not be available for our national defense. Even 
if the operators who would purchase the ships did not transfer them to foreign 
flags, they would place these ships in the trades in which they now operate Liberty 
tankers and then ask for the transfer of their replaced Libertys. 

In their testimony before the Senate Armed Services Committee, Mr. Anderson 
and Admiral Francis C. Denebrink of the Military Sea Transportation Service, 
stated that they hoped to be able to time charter the proposed new tankers at a 
rate between $4 and $5 per deadweight ton per month. They stated that a 
$4.50 charter rate would be approximately the same as the Navy is now spending 
for the contract operation of the 37 T-2 tankers which would be replaced by the 
20 new tankers. It is not clear how the representatives of MSTS arrived at their 
proposed charter rates. They probably arrived at these rates by adding together 
the present charter rate for T—2 tankers and the cost of layup of the T—2 tankers 
into the national defense reserve fleet. If the MSTS has followed their accounting 
procedure of the past, they have not included in the rate the capital investment for 
the T-—2 tankers, nor the service charge or interest on the MSTS $100 million re- 
volving fund which is part of the national debt. If this is true, then their proposed 
charter rate for the new tankers is unrealistic. It is unrealistic because under the 
present MSTS tanker contracts the operators are operating Government-owned 
ships in which they have no capital investment. Ihus, there is no capital deprecia- 
tion nor interest costs involved in the computation of the operating costs. Under 
the proposed 10-year time charter arrangement, the operators will build cheir own 
ships with private financing. This will add the cost items of depreciation and 
interest payments for private loans. Therefore, we urge this subcommittee not 


1 Annual Report of the Federal Maritime Board and Maritime Administration 1953, p. 67. 
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to place any charter rate ceiling in 8. 3458. Instead, a method of computing the 
charter rate should be devised which would provide the operators of the new 
tankers with a fair and reasonable profit. 


AMERICAN Mercuant Marine Institute, INc., 
Washington, D. C., June 10, 1954, 
Hon. Paut W. S#arer, 
Chairman, Subcommittee No. 1, Committee on Armed Services, 
House of Representatives, Washington, D. C. 


Dear Mr. SuHarer: S8. 3458, a bill to authorize the long-term time charter of 
tankers by the Navy, is now pending before your subcommittee. The transcript 
of the hearings on June 2, 1954, on S. 3458 causes us great alarm because we 
believe that certain of the conclusions drawn by the witnesses are invalid and 
therefore do not furnish a sound basis for certain suggestions made by members 
of the subcommittee in connection with this bill. We are especially apprehensive 
that, as an outgrowth of probable misunderstandings, a formal proposal may be 
adopted authorizing the 20 high-speed, commercial-type tankers desired by the 
Navy to be constructed by the Government with public funds rather than by 
private industry with private funds as was originally intended. 

The American Merchant Marine Institute, through its membership, represents 
a majority of all privately owned United States-flag vessels of all categories, 
including, of course, tankers. The institute is dedicated to supporting our 
national ee policy as enunciated in the Merchant Marine Act of 1920 and 
is reenunciated by the acts of 1928, 1936, and 1946, under which the American 
merchant marine is to be privately owned and privately operated by American 
citizens. We believe also that the present administration is likewise dedicated 
to private ownership and free enterprise and to the elimination of Government 
commercial competition with its own citizens. 

8. 3458, in coordination with current hearings now in progress before the House 
Committee on Merchant Marine and Fisheries on the operations of the Military 
Sea Transportation Service; and 8. 2408, authorizing the trade-in of older tankers 
to be replaced by new tanker construction, already passed in the Senate; and its 
companion bill, H. R. 9252, are all pointed toward meeting related facets of several 
fundamental and serious problems now facing not only the entire American 
merchant marine but, more particularly, the tanker segment of our shipping, the 
American shipbuilding industry, and the national defense. The related con- 
gressional activity in this sphere of tanker construction and operation is intended 
to— 

(a) increase the number of high-speed commercial-type tankers to be built 
be: private funds and to be available from private owners for national-defense 
needs; 

(b) overcome a serious preparedness deficiency by creating a Government- 
owned reserve of tankers available in an emergency to supplement the privately 
owned operating fleet; 

(c) alleviate depressed conditions in American shipyards which presently are 
endangering that nucleus of shipbuilding skills and equipment, the preservation 
of which is essential to the success of any national emergency shipbuilding pro- 

am; 
ber help alleviate ‘‘block obsolescence,”’ i. e., the existence of large numbers of 
privately Owned vessels built during World War II and all due to reach the end 
of their useful life.at about the same time in the early 1960’s; and 

(e) strengthen the privately owned American merchant marine by eliminating, 
insofar as possible, Government competition with our private American fleet in 
the carriage of commercial-type cargoes Over commercial trade routes. 

It is our belief that 8. 3458 is a significant step toward meeting by one piece of 
legislation all of these problems. It falls squarely within our oft-declared national 
maritime policy of private ownership and operation and therefore was supported 
by the institute in our letter to the chairman of the Committee on Armed Services 
dated March 23, 1954. We must, however, strongly oppose any proposal which 
fundamentally alters either the goal of private construction or of private operation 
to which S. 3458 is directed. This is particularly so when the proposal for Goy- 
ernment rather than private construction is based on conclusions which we believe 
to be inconsistent with the facts. 

In the first place, Government construction of the tankers would not be cheaper 
in either the long or the short run. Thus, the Navy indicated that there would 
not be any saving in construction cost if the tankers were to be built by the 
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Government for its own account, Costs, it has been admitted, would actually be 
higher under Government construction by an amount ranging from the cost of 
the additional paperwork required by the Navy (according to the Bureau of 
Ships), up to $2 million per ship as estimated by the head of one of our major 
shipyards who has had long and varied experience in both naval and private ship- 
building. 

In the second place, were the Government to build the tankers, the Navy 
would not and could not operate them “for free.’”” The Navy, and the taxpayers, 
would still have to bear the costs (whether or not reflected by Government book- 
keeping) of depreciation, interest, overhead, agency fees, as well as the costs of 
manning, provisioning, and repairing the tankers, just as does the private owner. 
The principal difference is that, on the one hand, the Navy’s true overhead is, we 
believe, far higher than that of a private operator, and, on the other hand, tanker 
charter rates are now so low as to afford real opportunities for Government 
economy. 

The record of recent years contains statements from authoritative sources 
which indicate that it would not, considering all elements, cost less for the Navy 
to get the transportation service represented by the 20 tankers by providing 
such itself rather than through long-term time charter of privately owned ships. 
Secretary of the Navy Charles F. Thomas told your subcommittee that it would 
be sound business judgment to let private industry build and operate the tankers 
at a small profit. In the present state of the charter market and in the light of 
the worldwide commercial surplus of tankers, it seems probable that it will be 
cheaper overall for the Government to utilize chartered tankers for several years 
in the future. This is borne out by the testimony of Mr. Thomas before the House 
Merchant Marine and Fisheries Committee on April 13, 1954, that the overall 
costs to the Navy of ship operation ‘‘will probably be higher’ than those of com- 
mercial operation. 

Furthermore, in the event that any critical shortage of commercial tankers 
should arise in the future, the ‘‘defense tanker pool” (a voluntary plan approved 
and effective pursuant to the Defense Production Act) will still be available and 
in operation. Under this voluntary plan, American-flag tankers are made avail- 
able to the Department of Defense on call, not at going market rates, but at the 
fixed rate established by the Maritime Administrator pursuant to the plan which 
has been a rate very substantially below going, “spot’’ charter rates. The burden 
of furnishing the Department of Defense with tanker tonnage at charter rates 
way below market rates is, under the plan, distributed pro rata among the par- 
ticipants. Approximately 99 percent of all American-flag tanker owners have 
been, and still are, participants in the plan. I might add that during its active 
operation from January 1951 until May 1953 the tanker industry estimates that 
the er has cost it approximately $35 million. 

The testimony before the House Merchant Marine Committee on May 6, 1954, 
is as follows on this point: 

“During the period of the emergency world tanker-market rates moved up to 
as high as U. ¢° M. C. plus 200, but the pool rate was set at a maximum of 
U.S. M. C. plus 25. The result was that the contributors to the pool suffered 
an actual out-of-pocket loss of $35 million, either by chartering their vessels to 
the Government at a much lower rate than the going commercial rate, or by 
offering a vessel and then having to go outside and charter other ships at the 
higher market rates in order to meet their commitments. What it actually 
amounts to is that the American tanker industry contributed a subsidy to the 
Government of $35 million. No other industry or segment of an industry has 
even been called upon to thus subsidize the Government as has this one segment 
of the shipping 

The history of the two world wars and the crisis in Korea demonstrate beyond 
any question that these commercial-type vessels will always be available to the 
Navy in case of need after their 10-year charter period. We do, however, believe 
that if there are any fears of future nonavailability, a simple amendment to the 
bill as introduced could provide all the assurance necessary. 

In the course of the hearings it has been indicated that Navy ownership of 
commercial-type tankers for Government use is an established procedure. his 
is entirely incorrect since private industry has always furnished the military a 
large part of its point-to-point petroleum transportation. In fact, until a few 
years ago, all such transportation was provided by private vessels. The prin- 
ciple of Government ownership would, in fact, be a reversal of long-established 
practice. 

It is, moreover, an error to presume that industry will not build the required 
vessels if invited to do so. 
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It is our firm conviction that the principles of 8. 3458 calling for private con- 
struction, private ownership, and private operation of 20 high-speed commercial 
tankers will greatly aid our shipbuilding industry, upgrade our fleet of existing 
tankships, help provide a netional defense tanker reserve, and contribute to the 
reduction of Government competition with private industry. Therefore, we 
strongly urge its enactment without any amendment celling for Government 
construction and ownership which, in our opinion, would dilute, if not offset, 
the constructive effects of the legislation as introduced. We respectfully request 
. that this letter be added to the record of the hearings on 8. 3458. 

Sincerely yours, 
Francis T, GREENE. 


TESTIMONY OF THE INDUSTRIAL UNION oF MARINE AND SHIPBUILDING WORKERS 
or America, CIO 


The Industrial Union of Marine and Shipbuilding Workers of America, CIO, is 
a labor union, admitting to membership all workers employed in shipbuilding, 
ship repairing, marine-maintenance industry, and industries producing marine 
equipment, and in allied enterprises and industries. 

This union desires to support the legislation presently before the Armed Services 
Committee that would permit the long-term charter of tankers by the Secretary 
of the Navy. 

This measure has already been passed by the Senate of the United States, and 
is of the utmost urgency. The worst shortage in the merchant marine in the event 
of any future emergency, is that of tankers. 

In his report on maritime subsidy policy, in the light of present national require- 
ments for the merchant marine, Robert B. Murray, Jr., Under Secretary of Com- 
merce for Water Transportation, pointed out: ‘“‘By far the most serious deficit of 
the reserve fleet is the lack of tankers necessary to meet the needs which would be 
created by a grave national emergency. This deficiency is recognized by all who 
have studied the situation. This problem may be solved in several different 
ways. Dependence could be placed upon our ability to produce in time of emer- 
gency a large number of tankers. This course would obviously impair other vital 
defense production. Alternatively, we could stockrile in peacetime the entire 
number of tankers needed to meet estimated mobilization needs. A middle 
course, however, has been generally held a more practical approach to the problem. 
Consequently, the so-called trade-ir-and-build tanker program was presented by 
the Secretary of Commerce in July of 1953, a program which should be actively 
pursued. Additionally, the Military Sea Transportation Service has under con- 
sideration the chartering of newly constructed tankers and at the samc time trans- 
ferring Government-owned currently T—2 tankers to the reserve fleet.”’ 

In his testimony before the Armed Services Committee of the Senate, Admiral 
Denebrink, Commander of the Military Sea Transportation Service, stated that 
the country would have “an initial requirement for tankers in the event of war 
in the amount of approximately 10 million deadweight tons.”’ 

“The United States flag tanker fleet, private and Government-owned, built and 
building, falls short of meeting this requirement by more than a million and a 
quarter deadweight tons,’’ Admiral Denebrink said. He added that at present 
“for all practical purposes, there is no tanker reserve.” 

The present measure provides for the Navy to contract for long-term charters 
of 20 high-speed supertankers to be built by private operators. 

It is most important that something immediately be done about our American 
merchant marine. As late as May 13, 1954, the monthly report of the Ship- 
builders Council of America stated that the order book of United States coastal 
and Great Lakes shipyards fell below 500,000 gross tons the month of April, for 
the first time since March 1951. There have been no new contracts for com- 
mercial vessels of 1,000 gross tons and over for 1% years. 

As you doubtless know, unless drastic action is taken by this session of the 
Congress relative to the merchant marine, only two private merchant vessels 
will remain to be constructed in private shipyards of this country by the beginning 
of 1955. Not asingle private merchant ship will ge left on the ways in shipyards 
after that time. 

Our present merchant fleet is inadequate for national defense because it is 
becoming obsolete en bloc. We are decimating the American shipbuilding and 
ship-repair industry to a point where it will not be able to expand to meet the full 
needs of war. 
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By July the Sparrows Point shipyard of the Bethlehem Steel Co., the yard which 
built the most merchant tonnage of any yard in 1953, will be ready to close. 
Most of the small yards will be shut except those which are lucky enough to have 
some Navy work. From the beginning of 1953 to the beginning of 1954, the back- 
log of shipbuilding work has declined by close to 50 percent. Employment in 
the shipyards, in repair as well as new construction and conversion, is declining 
rapidly. Although men remain on the payrolls of the repair yards, they are 
lucky if they are obtaining 1 or 2 days’ work per week. mergency action is 
indicated if we are to prevent, to quote Senator Butler, ‘almost total collapse of 
the vital shipbuilding industry in this country.” 

The measure to allow the Navy to construct tankers would serve to keep some 
of our yards from clesing. The building of these 20 tankers would be a shot in 
the arm to American privately owned shipyards which are so vital to our national 
security. 

In view of the fact that only 7 years ago we were facing an acute oil transpor- 
tation shortage, we shudder to think of what might happen in any future real 
emergency. In 1947, America was faced with its most serious peacetime oil 
shortage. The operating position of even the shipping industry was threatened 
by the stringency, and only through costly expedients, were our vessels able to 
remain in continuous service. Some ships had to be diverted from their normal 
course to obtain the necessary bunkers and, in extreme cases, shipping companies 
had to rendezvous their vessels in foreign areas to spread the available bunkers 
most effectively. 

This situation cannot be allowed to recur, particularly in the event of an emer- 
gency. We have no tanker reserve, either in our reserve fleet or our Navy. If 
we are faced with any serious emergency our oil transportation will present a 
chaotic situation. 

The rapid expansion required for the shipyard forces in America during the 
Second World War and the cost of the facilities it was necessary to construct, 
cost us well over one-half billion dollars in facilities, wasted manpower, and 
training programs. In addition to this, the cost of building a fleet which would 
not be usable in peacetime is difficult to measure—but we would venture to say 
that close to $5 billion worth of unusable merchant ships were constructed because 
of the emergency, and the fact that ships had to be built quickly by mass _pro- 
duction methods, with no time to construct a fleet which could be usable in peace 
as well as in war. 

As the measure is py written, it will allow the Navy to replace 37 T-2 
tankers which should have been in mothballs years ago. There are now 67 
obsolete tankers, 

We hope that this measure will be merely the beginning in allowing the replace- 
ment of the Navy’s tanker fleet. It is absolutely vital for our national defense 
to have fast moving large tankers which can operate under present-day conditions. 
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